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MEMORANDUM  FOR  ASSISTANT  SECRETARY  OF  DEFENSE  (HEALTH  AFFAIRS) 
ASSISTANT  SECRETARY  OF  THE  NAVY  (FINANCIAL 
MANAGEMENT) 

ASSISTANT  SECRETARY  OF  THE  AIR  FORCE  (FINANCIAL 
MANAGEMENT  AND  COMPTROLLER) 

INSPECTOR  GENERAL,  DEPARTMENT  OF  THE  ARMY 
DIRECTOR,  DEFENSE  LOGISTICS  AGENCY 

SUBJECT:  Report  on  Computed  Tomography  Scanner  Maintenance 

Service  Contracts  (Report  No.  93-041) 

We  are  providing  this  final  report  for  your  information  and 
use.  This  report  resulted  from  a  DoD  Hotline  allegation  that 
maintenance  service  contracts  for  computed  tomography  scanners 
were  awarded  without  full  and  open  competition.  Comments  from 
the  Assistant  Secretary  of  Defense  (Health  Affairs) ,  the  Army, 
the  Navy,  the  Air  Force,  and  the  Defense  Logistics  Agency  on  a 
draft  of  this  report  were  considered  in  preparing  the  final 
report . 

DoD  Directive  7650.3  requires  that  all  audit  recommendations 
be  resolved  promptly;  therefore,  we  request  comments  from  the 
Assistant  Secretary  of  Defense  (Health  Affairs) ,  the  Army,  the 
Navy,  and  the  Air  Force  on  the  unresolved  recommendations  by 
March  9,  1993.  See  the  Response  Requirements  per  Recommendation 
in  Part  II.  The  directive  also  requires  that  comments  indicate 
concurrence  or  nonconcurrence  in  the  finding  and  each 
recommendation  addressed  to  you.  If  you  concur,  describe  the 
corrective  actions  taken  or  planned,  the  completion  dates  for 
actions  already  taken,  and  the  estimated  dates  for  completion  of 
planned  actions.  If  you  nonconcur,  you  must  state  your  specific 
reasons  for  each  non concurrence.  If  appropriate,  you  may  propose 
alternative  methods  for  accomplishing  desired  improvements.  If 
you  nonconcur  with  the  estimated  monetary  benefits  or  any  part 
thereof,  you  must  state  the  amount  with  which  you  nonconcur  and 
the  basis  for  your  nonconcurrence.  Recommendations  are  subject 
to  resolution  in  accordance  with  DoD  Directive  7650.3  in  the 
event  of  nonconcurrence  or  failure  to  comment. 
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The  courtesies  extended  to  the  audit  staff  are  appreciated. 
If  you  have  any  questions  on  this  report,  please  contact 
Mr.  Salvatore  D.  Guli  at  (703)  692-3025  (DSN  222-3025)  or 
Ms.  Macie  J.  Rubin  at  (703)  692-3222  (DSN  222-3222).  Appendix  G 
lists  the  planned  distribution  of  this  report. 


V 

Robert  J .  Lieberman 
Assistant  Inspector  General 
for  Auditing 


cc: 

Secretary  of  the  Army 

Secretary  of  the  Navy 

Secretary  of  the  Air  Force 

Director  of  Defense  Procurement 

Comptroller  of  the  Department  of  Defense 

The  Surgeon  General,  Department  of  the  Army 

Chief,  Bureau  of  Medicine  and  Surgery,  Department  of  the  Navy 
Surgeon  General  of  the  Air  Force 

Inspector  General,  Department  of  Veterans  Affairs 


Office  of  the  Inspector  General,  DoD 


Audit  Report  No.  93-041  January  8,  1993 

(Project  No.  2CD-8006) 

COMPPTED  TOMOGRAPHY 
SCANNER  MAINTENANCE  SERVICE  CONTRACTS 


EXECPTIVE  SUMMARY 


Introduction.  We  performed  this  audit  in  response  to  a  DoD 
Hotline  allegation  that  maintenance  service  contracts  for 
computed  tomography  (CT)  scanners  were  awarded  without  full  and 
open  competition.  DoD  is  currently  expending  approximately 
$9  million  for  CT  scanner  maintenance  service  annually.  This 
expenditure  will  increase  each  year  and  is  projected  to  be  about 
$12  million  in  FY  1998.  We  coordinated  this  audit  with  personnel 
of  the  Inspector  General,  Department  of  Veterans  Affairs  (DVA) 
because  they  had  received  a  similar  complaint  in  1991. 

Objectives.  The  audit  objectives  were  to  determine  whether  CT 
scanner  maintenance  service  contracts  were  awarded  in  compliance 
with  established  criteria,  and  whether  adequate  internal  controls 
were  in  place  and  were  followed.  We  expanded  the  scope  to 
determine  whether  it  would  be  beneficial  for  DoD  to  perform  CT 
scanner  maintenance  service  in-house. 

Audit  Results.  The  audit  confirmed  the  allegation  that  DoD 
awarded  CT  scanner  maintenance  service  contracts  without  full  and 
open  competition  because  of  bid  restrictions  in  the  procurement 
process.  In  addition,  use  of  in-house  maintenance  would  be 
preferable. 

Internal  Controls.  Internal  controls  were  not  effective  to 
ensure  adequate  competition  for  CT  scanner  maintenance  service 
contracts.  We  consider  the  internal  control  weaknesses  to  be 
material.  The  internal  controls  reviewed  are  detailed  in  Part  I, 
and  the  internal  control  weaknesses  are  described  in  Part  II  of 
this  report. 

Potential  Benefits  of  Audit.  We  estimated  that  DoD  could  achieve 
monetary  benefits  of  about  $24  million  by  improving  competition 
in  the  acquisition  of  maintenance  service  for  CT  scanners. 
Additional  potential  monetary  benefits  ranging  from  $7  million  up 
to  $15  million  may  occur  if  DoD  performed  CT  scanner  maintenance 
service  in-house.  Additional  benefits  may  result  if  DoD 
establishes  agreements  with  the  DVA  to  share  CT  scanner 
maintenance  service.  Furthermore,  in— house  CT  scanner  service 
can  improve  patient  services  and  DoD  war  readiness  capability. 
The  potential  benefits  are  summarized  in  Appendix  E. 


Summary  of  Recommendations .  We  recommended  that  DoD  eliminate 
bid  restrictions  on  CT  scanner  maintenance  service  contract 
solicitations  to  improve  competition,  perform  cost  benefit 
analysis  before  deciding  on  in-house  versus  contract  maintenance, 
and  establish  CT  scanner  maintenance  service  sharing  agreements 
between  the  Military  Departments  and  DVA. 

Management  Comments.  The  Assistant  Secretary  of  Defense  (Health 
Affairs) ,  the  Army,  the  Navy,  and  the  Defense  Logistics  Agency 
agreed  that  procedures  need  to  be  revised  to  eliminate  sole- 
source  contracts  and  to  improve  competition  for  scanner 
maintenance.  The  Air  Force  did  not  agree  with  separating 
maintenance  options  from  the  purchase  of  CT  scanners.  The 
Assistant  Secretary  of  Defense  (Health  Affairs)  and  the  Air  Force 
did  not  concur  with  the  recommendation  to  begin  in-house 
maintenance  and  stated  that  a  cost  benefit  analysis  should  be 
done  first.  The  Army  proposed  an  alternative  to  the 
recommendation  in  which  a  comprehensive  review  of  CT  scanner 
maintenance  service  alternatives  will  be  performed.  The  Army 
initiated  a  review  of  all  CT  scanner  maintenance.  We  haye 
changed  our  recommendations  to  reflect  the  concerns  expressed  in 
the  comments.  The  Assistant  Secretary  of  Defense  (Health 
Affairs)  and  the  Air  Force  provided  alternative  estimates  of 
monetary  benefits  to  be  gained  from  elimination  of  sole-source 
contracts  for  maintenance.  We  agree  with  their  revised 
calculations.  A  summary  of  the  management  comments  is  in  Part  II 
and  the  complete  text  of  the  management  comments  is  in  Part  IV  of 
the  report. 

We  request  that  the  Assistant  Secretary  of  Defense  (Health 
Affairs) ,  the  Army,  the  Navy,  and  the  Air  Force  provide  comments 
to  this  final  report  by  March  9,  1993. 
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This  report  was  prepared  by  the  Contract  Management  Directorate, 
Office  of  the  Assistant  Inspector  General  for  Auditing,  DoD. 
Copies  of  the  final  report  can  be  obtained  from  the  Secondary 
Reports  Distribution  Office,  Audit  Planning  and  Technical  Support 
Directorate  (703)  614—6303  (DSN  224—6303). 


PART  I  -  INTRODUCTION 


Background 

We  performed  this  audit  in  response  to  a  DoD  Hotline  referral 
alleging  that  solicitations  for  service  maintenance  contracts  for 
the  computed  tomography  (CT)  scanner  contained  bid  restrictions. 

A  CT  scanner  is  a  computerized  X-ray  system  that  produces 
three-dimensional  X-ray  images  for  physician  diagnostic  purposes. 
DoD  has  CT  scanners  in  68  of  its  179  hospitals.  currently, 
78  scanners  are  in  service  and  DoD  plans  to  place  an  additional 
11  in  service  over  the  next  3  years. 

Original  equipment  manufacturers  (OEMs)  or  CT  scanner  maintenance 
service  companies  service  most  of  the  CT  scanners  and  other  high- 
cost  technological  diagnostic  equipment  in  DoD  hospitals. 
Maintenance  service  contracts  annually  averaged  about  $124,000 
per  CT  scanner  on  sole-source  contracts  and  $70,000  per 
CT  scanner  on  competitive  contracts  and  will  total  approximately 
$9  million  for  1992  (see  Appendix  A) . 

Objectives 

The  audit  objectives  were  to  determine  whether  CT  scanner 
maintenance  service  contracts  were  awarded  in  compliance  with 
established  criteria  and  whether  adequate  internal  controls  were 
in  place  and  were  followed.  We  expanded  the  scope  to  determine 
the  suitability  of  servicing  the  CT  scanners  in-house.  We 
coordinated  with  the  Department  of  Veteran  Affairs  (DVA)  on  the 
feasibility  of  sharing  CT  scanner  maintenance  services.  The  DVA 
received  a  similar  referral  on  CT  scanner  contracts  in  1991  and 
issued  a  report  on  CT  scanner  contracts  (See  Part  I,  Prior  Audits 
and  Other  Reviews) . 

Scope 


Documents  reviewed .  We  reviewed  maintenance  service 
contract  documents,  maintenance  service  records,  and  material  and 
labor  records  for  hospitals  performing  in-house  CT  scanner 
maintenance  service.  We  were  unable  to  locate  a  central  source 
within  DoD  that  had  a  complete  listing  of  all  CT  scanners. 
Therefore,  we  qualified  our  report  to  the  extent  that  we  may  not 
have  identified  all  serviceable  CT  scanners  in  service  at  DoD 
hospitals. 

We  identified  78  CT  scanners  in  DoD  hospitals.  Four  of  these 
scanners  are  new  and  still  under  the  manufacturer's  warranty. 
One  scanner  was  serviced  by  in-house  DoD  personnel  and  73  were 
under  maintenance  service  contracts  with  an  estimated  total 
contract  value  of  $9  million.  We  reviewed  contracts  with  costs 
applicable  to  FY  1992  for  36  of  the  73  CT  scanners.  We  reviewed 
requests  for  proposal,  business  clearance  memorandums,  and 
negotiation  memorandums.  We  reviewed  the  36  contracts  and 


supporting  contract  documentation  to  estimate  CT  scanner 
maintenance  service  costs  and  to  determine  whether  the  contracts 
or  contract  documents  contained  any  bidding  restrictions. 

We  also  reviewed  procurement  documents  for  CT  scanners  under 
request  for  proposal  DLA120-91R-1522  at  the  Defense  Personnel 
Support  Center  (DPSC) .  This  procurement  is  for  the  purchase  of 
60  CT  scanners  over  the  next  3  years.  We  reviewed  the 
procurement  to  determine  the  estimated  quantity  of  scanners  being 
purchased,  to  determine  the  estimated  cost  of  CT  scanner 
maintenance  service  options,  and  to  determine  whether  the  CT 
scanners  were  new  purchases  or  replacements  of  existing  CT 
scanners. 

Maintenance  service  records .  We  reviewed  CT  scanner 
maintenance  service  records  at  four  DoD  hospitals  to  determine 
the  quality  of  CT  scanner  maintenance  service  provided  by  OEMs 
and  other  maintenance  service  companies.  We  reviewed  records  for 
CT  scanner  maintenance  service  calls,  patient  scheduling  and 
rescheduling,  material  usage,  and  labor  hours. 

We  interviewed  personnel  responsible  for  CT  scanner  maintenance 
service  at  a  private-sector  health  maintenance  organization  to 
determine  cost  associated  with  in-house  maintenance. 

Material  and  labor  records.  We  reviewed  historical  cost  and 
labor  records  for  the  sole  CT  scanner  maintained  by  Air  Force  in- 
house  personnel.  We  reviewed  the  records  from  the  time  the  Air 
Force  began  in-house  CT  scanner  maintenance  service  in  October 
1990  through  April  1992.  We  also  obtained  records  from  two  DVA 
hospitals  that  did  in-house  maintenance.  The  records  reviewed 
covered  the  period  from  1985  through  February  1992.  We  reviewed 
the  Air  Force  and  DVA  records  to  determine  the  labor  and  material 
cost  of  performing  CT  scanner  maintenance  service  in-house. 

Audit  period,  standards,  and  locations.  We  performed  this 
economy  and  efficiency  audit  from  January  through  August  1992  in 
accordance  with  auditing  standards  issued  by  the  Comptroller 
General  of  the  United  States,  as  implemented  by  the  Inspector 
General,  DoD.  Accordingly,  we  included  such  tests  of  internal 
controls  as  were  considered  necessary.  We  did  not  rely  on  any 
computerized  data  to  perform  the  audit.  See  Appendix  F  for 
activities  visited  or  contacted. 

Internal  Controls 


Our  review  was  limited  to  an  evaluation  of  internal  controls 

related  to  the  procurement  of  CT  scanner  maintenance  service. 

Therefore,  we  are  not  expressing  an  opinion  on  the  adequacy  and 
compliance  of  any  other  internal  controls  or  the  Defense 
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Logistics  Agency  implementation  of  the  Federal  Managers' 
Financial  Integrity  Act. 

We  reviewed  the  internal  control  procedures  for  ensuring  that: 

o  solicitations  did  not  contain  unnecessary  restrictive 
provisions  that  excluded  qualified  bidders, 

o  all  responsible  sources  were  permitted  to  compete,  and 

o  the  exercise  of  contract  options  was  the  most 
advantageous  method  for  fulfilling  the  Government's  need. 

The  audit  identified  material  internal  control  weaknesses  as 
defined  by  Public  Law  97-255,  Office  of  Management  and  Budget 
Circular  A-123,  and  DoD  Directive  5010.38.  Controls  were  not 
effective  to  ensure  compliance  with  the  Competition  in 
Contracting  Act  (CICA) ,  as  implemented  in  the  Federal  Acquisition 
Regulation  (FAR)  part  6,  during  the  procurement  of  CT  scanner 
maintenance  service.  Also,  the  DPSC  contracting  procedures  did 
not  ensure  adequate  competition  for  CT  scanner  maintenance 
service  contracts.  Recommendations  1.  and  2.  in  this  report,  if 
implemented,  will  correct  the  weaknesses.  We  determined  that 
potential  monetary  benefits  of  about  $24  million  can  be  realized 
by  implementing  these  recommendations.  A  copy  of  this  report  is 
being  provided  to  the  senior  officials  responsible  for  internal 
controls  within  the  Military  Departments  and  the  Defense 
Logistics  Agency. 

Prior  Audits  and  Other  Reviews 

The  Office  of  the  Inspector  General,  Department  of  Veterans 
Affairs,  Report  No.  1PE-E02-073  (Amended),  "Special  Review  of 
VA's  Service  Contracts  for  the  Picker  CT  Scanner," 
September  30,  1991,  found  that  21  of  36  CT  scanner  maintenance 
service  contracts  awarded  to  Picker  Corporation  contained 
restrictive  specifications.  The  report  also  stated  that  CT 
scanner  maintenance  service  contracts  were  generally  awarded  to 
lower-priced  CT  scanner  maintenance  service  contractors  when 
contracts  did  not  contain  restrictive  specifications.  It  was 
recommended  that  the  Deputy  Assistant  Secretary  for  Facilities 
develop  and  use  nonrestrictive  specifications  in  solicitations 
for  servicing  Picker  CT  scanners.  The  Deputy  Assistant  Secretary 
for  Facilities  agreed  to  the  recommendations. 
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PART  II  -  FINDING  AND  RECOMMENDATIONS 


Maintenance  costs  for  CT  scanners  were  excessive.  Excessive 
maintenance  costs  were  incurred  because  competition  restrictions 
resulted  in  sole-source  awards  and  because  DoD  hospitals  did  not 
weigh  the  economic  benefits  of  using  in— house  personnel  .to 
maintain  CT  scanners.  We  estimated  that  increased  competition 
could  have  potential  monetary  benefits  of  about  $24  million  in 
FYs  1994  through  1998.  This  benefit  represents  35  percent  of  the 
anticipated  expenditure  of  $66.9  million  for  CT  scanner 
maintenance  service  if  purchased  without  full  and  open 
competition.  Further  monetary  benefits  that  range  from 
$7  million  to  $15  million  are  possible  by  converting  to  in-house 
maintenance  service  of  CT  scanners. 


DISCUSSION  OF  DETAILS 

CT  scanner  maintenance  service  contracts  are  subject  to  the 
requirements  of  the  CICA,  FAR  subpart  6.1,  "Full  and  Open 
Competition,"  and  FAR  part  10,  "Specifications,  Standards,  and 
Other  Purchase  Description."  The  CICA  and  FAR  subpart  6.1 
require  full  and  open  competition  for  the  procurement  of  CT 
scanner  maintenance  service  and  supplies.  To  comply  with  the 
CICA  and  the  FAR,  all  responsible  bidders  must  be  permitted  to 
bid  on  a  contract  solicitation.  Paragraphs  (c) (3)  and  (d) (1)  of 
FAR  17.207,  "Exercise  of  Options,"  require  the  contracting 
officer  to  determine  if  the  exercise  of  the  option  is  the  most 
advantageous  method  of  fulfilling  the  Government's  need,  or  if  a 
new  solicitation  would  produce  a  better  price.  FAR 
subpart  10.002,  "Policy,"  permits  the  contract  solicitation's 
statement  of  work  specifications  to,  "...include  restrictive 
provisions  or  conditions  only  to  the  extent  necessary  to  satisfy 
the  minimum  needs  of  the  agency  or  as  authorized  by  law." 


As  of  January  31,  1992,  DoD  had  awarded  approximately 

73  maintenance  service  contracts  for  CT  scanners.  Of  the 
36  contracts  examined,  our  review  found  that  27  were  awarded 
without  full  and  open  competition  (see  Appendix  A)  .  Of  the  27 
contracts,  19  were  options  that  were  awarded  without  full  and 
open  competition.  Of  the  27  contracts,  8  were  found  to  have 
unnecessary  restrictions  that  exceeded  the  needs  of  the  agency  in 
the  statement  of  work. 


CT  scanner  maintenance  service  options .  FAR  subpart  6 . 1 
requires,  "...that  contracting  officers  shall  promote  and  provide 
for  full  and  open  competition  in  soliciting  offers  and  awarding 
Government  contracts."  The  FAR  also  states  that,  "full  and  open 
competition  means  that  all  responsible  sources  are  permitted  to 
compete."  We  determined  that  this  FAR  requirement  was  not  met 
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for  4  contracts  that  contained  19  contract  options  for 
maintenance  service.  The  contracts  were  awarded  by  DPSC.  The 
requirement  was  not  met  at  the  time  the  contracts  were  awarded  or 
at  a  later  time  when  the  contract  options  were  exercised  because 
service  companies,  other  than  OEMs,  did  not  have  an  opportunity 
to  compete  for  the  contract.  Service  companies  were  not  afforded 
an  opportunity  to  compete  because  the  solicitations  required  that 
the  offerer  provide  both  CT  scanners  and  the  maintenance  service 
for  the  scanners.  Service  companies  could  not  compete  by  bidding 
these  solicitations  because  they  could  not  satisfy  both  hardware 
and  service  maintenance  requirements. 

DPSC  exercised  the  contract  maintenance  options,  stating  that  the 
options  were  the  most  advantageous  methods  for  fulfilling  the 
needs  of  the  Government.  However,  DPSC  made  this  determination 
without  soliciting  all  responsible  sources  to  obtain  competition 
for  CT  scanner  maintenance  services.  In  order  to  exercise  the 
options,  DPSC  supported  the  price  as  reasonable  by  using  the  bid 
price  of  another  OEM.  For  example,  on  contract  DLA120-89-C-8043, 
DPSC  exercised  a  CT  maintenance  service  option  and  justified 
competition  by  stating  that  another  OEM  offered  a  higher  price 
for  the  same  option.  However,  no  other  service  companies  were 
solicited  for  price  competition.  Also,  the  OEM. that  offered  the 
higher  price  offered  a  price  for  servicing  a  different  brand  of 
scanner. 

Factory  training  restriction.  In  our  review  of  CT  scanner 
maintenance  service  contracts/solicitations  at  DoD  hospitals,  we 
found  a  specification  in  the  statements  of  work  that  required  CT 
scanner  maintenance  service  technicians  to  be  factory  trained. 
Further,  statements  of  work  in  contracts  F11623— 88— C— 0053  and 
F49642-88-D-0059  required  factory  training  on  a  specific  CT 
scanner  make  and  model . 

We  found  CT  scanner  maintenance  service  technicians  who  were  not 
factory  trained  performing  satisfactory  maintenance  service  at 
DoD  and  DVA  hospitals.  These  technicians  were  trained  at 
nonfactory  schools,  such  as  the  Radiological  Service  Training 
Institute  in  Cleveland,  Ohio,  and  R  Squared  Scan  Systems, 
Incorporated,  in  Corona,  California.  We  concluded  that  DoD 
hospital  bid  solicitations  that  contained  a  statement  of  work 
requirement  for  factory  training  were  restrictive  because  they 
eliminated  other  responsible  bidders.  The  Office  of  the 
Inspector  General,  DVA,  came  to  a  similar  conclusion  in  its 
review  of  CT  scanner  maintenance  service  contracts;  and  DVA 
initiated  action  to  eliminate  restrictions  to  competition  in  DVA 
contracts . 

Software  restriction.  Contracts  F08651-91-D-0001  and 
F11623-88-C-0053  contained  software  restrictions  that  required 
the  contractor  to  possess  the  license  to  hold  and  use  the 
manufacturer ' s  copyrighted  diagnostic  software.  We  found  that 
licensing  requirements  for  diagnostic  software  were  not  essential 
to  perform  diagnostic  functions.  We  concluded  that  DoD  hospital 
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bid  solicitations  that  contained  a  statement  of  work  requirement 
for  diagnostic  software  licensing  were  restrictive  because  they 
eliminated  other  responsible  bidders  and  were  not  necessary  to 
meet  the  minimum  needs  of  the  procuring  agency. 

Cost  of  Sole-Source  Contracts 

Our  review  showed  that  the  average  cost  of  contracts  . awarded 
without  competition  for  CT  scanner  maintenance  service  was 
76  percent  greater  ($124,196  versus  $70,478)  than  the  cost  of 
contracts  awarded  competitively  (see  Appendix  A).  For  example, 
DoD  paid  an  OEM  $127,700  for  a  1-year  maintenance  contract  (not 
including  replacement  tubes)  for  a  General  Electric  9800  CT 
scanner  at  Wilford  Hall  Medical  Center,  Lackland  Air  Force  Base 
(AFB) ,  Texas.  In  comparison,  DoD  paid  $58,800  on  a  competitively 
awarded  contract  to  a  third-party  service  company  for  the  same 
model  located  at  the  Brooke  Army  Medical  Center,  Fort  Sam 
Houston,  Texas.  We  calculated  that  DoD  could  save  as  much  as 
$24  million  over  the  next  6  years  if  all  barriers  to  full  and 
open  competition  were  removed.  Appendix  B  provides  the  details 
of  these  potential  monetary  benefits. 

in-house  CT  Scanner  Maintenance  Service 

DoD  hires  and  trains  hospital  equipment  repair  personnel  to 
maintain  and  repair  equipment  ranging  from  beds  and  intravenous 
pumps  to  X-ray  machines.  Other  hospital  low-density,  high- 
technology  medical  equipment,  such  as  CT  scanners,  gamma  cameras 
and  computers,  ultrasound,  and  specialized  X— ray  machines,  can 
also  be  maintained  by  hospital  equipment  repair  personnel. 
However,  most  DoD  personnel  have  not  been  trained  to  do  the  work. 
Many  DVA  medical  centers  already  perform  CT  scanner  maintenance 
service  in-house.  The  issues  relating  to  the  potential  use  of 
in-house  DoD  repair  personnel  concern  the  quality  of  repair 
service,  the  cost  of  in-house  servicing,  and  the  potential 
benefits  arising  from  DoD  and  DVA  maintenance  sharing 
arrangements . 

CT  Scanner  Maintenance  Service  Quality 

During  the  audit,  it  was  alleged  that  maintenance  service  quality 
problems  would  arise  if  DoD  used  third-party  service  companies  or 
in-house  maintenance  service  for  CT  scanners  rather  than  OEM 
maintenance  service.  We  reviewed  the  maintenance  service  quality 
at  several  DoD  hospitals  and  concluded  that  the  allegation  could 
not  be  substantiated.  Further,  we  found  no  pattern  to  the  level 
of  maintenance  service  quality  whether  the  service  was  provided 
by  OEM,  by  a  third-party  service  company,  or  by  in-house 
technicians. 

For  example,  in  examining  the  maintenance  service  records  at  the 
Womack  Army  Community  Hospital  at  Fort  Bragg,  North  Carolina,  we 
found  that  the  medical  center  used  both  OEM  and  third-party 
contractors  to  service  its  CT  scanner.  We  found  evidence  that 
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the  hospital  had  experienced  quality  problems  with  both  the  OEM 
and  third-party  service  contractor. 

We  visited  the  Keesler  Medical  Center  at  Keesler  AFB, 
Mississippi.  This  medical  center  had  the  most  expensive  OEM  CT 
scanner  maintenance  service  contract  within  the  DoD.  We  found 
that  the  medical  center  was  not  satisfied  with  the  OEM  CT  scanner 
maintenance  service.  For  several  months  the  CT  scanner  had 
experienced  imaging  problems,  but  the  OEM  had  not  corrected  these 
problems . 

We  also  contacted  the  22nd  Strategic  Hospital  at  March  AFB, 
California,  and  discussed  the  CT  scanner  maintenance  performed 
in-house  with  one  of  the  two  CT  scanner  technicians.  The 
technician  praised  the  in-house  personnel  on  the  maintenance 
service.  The  technicians  praise  centered  on  the  quick  response 
time  of  the  CT  maintenance  personnel. 

Cost  of  DoD  Performing  In-house  CT  Scanner  Maintenance  Service 

DoD  personnel  can  perform  CT  scanner  maintenance  service  at  costs 
significantly  lower  than  the  costs  of  contracted  service.  The 
costs  for  DoD  to  competitively  obtain  CT  scanner  maintenance 
service  by  contract  over  the  next  5  years  (1994  through  1998) 
would  be  $43  million.  We  estimate  that  DoD  could  reduce  costs  by 
$7  million  to  $15  million  over  the  next  6  years  if  DoD  personnel 
are  hired  and  trained  to  perform  CT  scanner  maintenance  service. 
These  estimates  are  based  on  information  on  current  requirements 
for  CT  scanners  provided  by  the  Assistant  Secretary  of  Defense 
(Health  Affairs)  and  in-house  cost  estimates  computed  by  the  Air 
Force  Medical  Logistics  Office. 

Appendix  B  provides  details  of  6— year  contract  costs,  and 
Appendix  C  provides  the  details  for  the  potential  annual  monetary 
benefits  from  use  of  in-house  CT  scanner  maintenance  service. 
Monetary  benefits  may  be  greater  in  instances  where  DoD  and  DVA 
can  share  CT  scanner  maintenance  service  within  a  local  area  or 
in  instances  where  comparisons  are  made  to  noncompetitive 
contracts . 

DoD  and  Department  of  Veterans  Affairs  Sharing  Agreements 

At  present,  each  military  hospital  has  its  own  CT  scanner 
maintenance  service  contract  even  though  two  or  more  DoD  and  DVA 
hospitals  with  CT  scanners  may  be  in  the  same  city.  Economies  of 
scale  savings  will  occur  if  CT  scanner  maintenance  service 
contracts  covered  more  than  one  CT  scanner  in  a  region  regardless 
of  which  Military  Department  manages  the  hospital.  Similar 
economies  of  scale  savings  would  occur  if  in— house  maintenance 
personnel  could  service  multiple  CT  scanners  in  a  region.  We 
have  identified  20  areas  that  have  2  or  more  DoD  or  DoD  and  DVA 
CT  scanners  within  a  50-to-100-mile  radius  (see  Appendix  D) .  In 
the  Washington,  D.C.,  area,  for  example,  4  DoD  hospitals  have 
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10  CT  scanners  and  a  DVA  medical  center  has  1  CT  scanner.  These 
hospitals  could  share  CT  scanner  maintenance  service. 

DVA  already  incorporated  in-house  maintenance  at  14  DVA 
hospitals.  One  of  these  DVA  hospitals  is  located  near  DoD 
hospitals  and  could  readily  begin  sharing  CT  scanner  maintenance 
service.  The  DVA  Medical  Center  in  Seattle,  Washington,  is 
located  near  the  Navy  Hospital,  Brementon,  and  the  Madigan  Army 
Medical  Center,  Tacoma.  If  it  is  not  economical  to  use  in-house 
maintenance  for  servicing  CT  scanners  in  a  particular  location 
with  multiple  scanners  then,  at  a  minimum,  a  joint  DoD  and  DVA 
maintenance  service  contract  should  be  awarded  to  cover  the 
multiple  scanners. 

conclusion 


DoD  can  obtain  CT  scanner  maintenance  service  by  sole-source 
contracting,  competitive  contracting,  or  by  performing  the 
maintenance  service  in— house.  As  shown  in  Appendix  B,  potential 
monetary  benefits  of  about  $24  million  could  be  realized  in  the 
next  6  years  if  DoD  awards  competitive  contracts  instead  of  sole- 
source  contracts.  DoD  can  achieve  additional  monetary  benefits 
of  $7  to  $15  million  over  the  next  6  years  if  it  begins  in-house 
servicing  of  CT  scanners.  Monetary  benefits  may  increase  as  the 
use  of  CT  scanners  becomes  a  standard  for  medical  practice  and  as 
additional  CT  scanners  are  procured  for  hospitals  and  clinics. 
Currently,  DoD  is  using  maintenance  service  contracts  to  maintain 
other  hospital  equipment  such  as  magnetic  resonance  imaging 
scanners  and  nuclear  medicine  equipment.  We  believe  that  DoD 
will  achieve  even  greater  monetary  benefits  through  economies  of 
scale  when  it  uses  competitively  awarded  contracts  and  in-house 
maintenance  personnel  to  service  a  wide  range  of  its  medical 
equipment. 

In-house  CT  scanner  service  will  not  only  decrease  costs  to  DoD, 
but  it  will  also  improve  patient  services  and  improve  DoD  war 
readiness  capability.  Patient  services  and  the  number  of 
patients  a  CT  scanner  can  handle  will  improve  by  decreasing  CT 
scanner  maintenance  service  response  time.  War  readiness 
capability  will  improve  by  having  trained  CT  maintenance  service 
technicians  available  when  mobile  CT  scanners  are  deployed  to 
field  hospitals.  An  example  of  this  need  was  highlighted  during 
Operation  Desert  Storm.  Two  mobile  CT  scanners  were  deployed  to 
a  field  hospital  in  Saudi  Arabia;  however,  the  Army  had  no  one  to 
perform  maintenance  service  on  the  CT  scanners.  Consequently, 
the  Army  had  to  send  DoD  employees  to  school  to  learn  how  to 
maintain  CT  scanners.  This  example  shows  that  DoD  needs 
adequately  trained  personnel  to  perform  field  maintenance  of  CT 
scanners  in  a  combat  environment. 

Other  hospitals  have  recognized  the  need  to  become  more  efficient 
by  incorporating  in— house  maintenance  service  of  CT  scanners. 
For  example,  the  DVA  Medical  Center  in  Minneapolis,  Minnesota, 
has  reported  savings  of  $707,000  in  7  years  of  servicing  its  CT 
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scanners  in-house.  We  believe  DoD  could  experience  similar 
benefits  and  increased  efficiency  by  performing  CT  scanner 
maintenance  in-house. 

RECOMMENDATIONS.  MANAGEMENT  COMMENTS.  AND  AUDIT  RESPONSE 

1.  We  recommend  that  the  Commander,  Defense  Personnel  Support 
center  open  solicitations  for  the  computed  tomography  scanner 
maintenance  service  to  all  responsible  bidders. 

Management  comments .  The  Defense  Logistics  Agency  (DLA) 
partially  concurred  with  this  recommendation,  stating  that  they 
will  issue  a  "test"  solicitation  for  maintenance  services  by 
November  1993  in  lieu  of  soliciting  for  an  entire  systems 
acquisition.  The  Assistant  Secretary  of  Defense  (Health  Affairs) 
concurred  and  stated  that  increased  attention  must  occur  to 
strengthen  the  option  evaluation  process  to  ensure  that  other 
than  OEM  maintenance  options  are  considered  prior  to  exercising 
maintenance  options.  The  Army  stated  that  they  initiated  a 
review  of  all  CT  scanner  maintenance  service  contract 
specifications  with  an  expected  completion  date  of  October  1, 
1994.  The  Navy  concurred  and  stated  that  full  and  open 
competition  should  be  used  in  contracting  for  maintenance 
services.  The  Air  Force  nonconcurred,  stating  that  the  Air  Force 
specifically  requested  maintenance  options  with  the  purchase  of 
each  scanner  because  this  is  the  only  contracting  method  that  can 
yield  true  life-cycle  cost  evaluation  of  the  system. 

Audit  response.  The  actions  taken  by  DLA  are  responsive  to 

the  intent  of  the  recommendation,  and  the  DLA  "test"  will 

address  the  concerns  expressed  by  the  Air  Force. 

Accordingly,  additional  comments  are  not  required. 

2.  We  recommend  that  The  Surgeon  General,  Department  of  the 
Army;  Chief,  Bureau  of  Medicine  and  Surgery,  Department  of  the 
Navy;  and  the  Surgeon  General  of  the  Air  Force: 

a.  Write  a  blanket  statement  of  work  for  computed 
tomography  scanner  maintenance  service  contracts  that  does  not 
contain  restrictions  to  competition.  This  statement  of  work 
should  then  be  used  for  all  DoD  computed  tomography  scanner 
maintenance  service  contracting. 

b.  Establish  procedures  for  hospitals  and  medical  centers 
that  have  computed  tomography  scanners  to  perform  a  cost-benefit 
analysis  before  awarding  or  renewing  service  maintenance 
contracts  to  determine  if  maintenance  can  be  performed  more  cost- 
effectively  in-house,  and  use  if  needed,  the  results  of  the 
analysis  to  support  requests  for  additional  personnel. 

Revised  Recommendation.  Draft  report  Recommendation  2.  was 
renumbered  2. a.  for  this  report.  Based  on  comments  from  the 
Assistant  Secretary  of  Defense  (Health  Affairs)  and  the  Military 
Departments,  draft  report  Recommendations  3.  a.  and  3.b., 
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concerning  initiation  of  in-house  computed  tomography  service, 
were  revised  and  redirected  from  the  Assistant  Secretary  to  the 
Military  Departments  as  Recommendation  2.b. 

Management  comments.  The  Assistant  Secretary  of  Defense 
(Health  Affairs)  concurred  with  Recommendation  2.  a.  The  Army 
concurred  with  Recommendation  2. a.  and  stated  that  the  Office  of 
the  Surgeon  General  initiated  a  joint  task  force  to  develop 
mandatory  specifications  for  CT  scanner  maintenance  service 
contracts  to  preclude  bidding  restrictions.  The  planned 
completion  date  of  the  Army  task  force  work  was  December  31, 
1992.  The  Navy  did  not  provide  comments  to  Recommendation  2. a. 
The  Air  Force  concurred  with  Recommendation  2. a. 

Audit  response.  For  Recommendation  2. a.,  we  request  that 
the  Navy  provide  written  comments,  and  that  the  Air  Force 
identify  its  planned  actions  and  a  completion  date  for  the 
actions.  We  also  request  that  the  Army,  Navy,  and  Air  Force 
provide  written  comments  to  Recommendation  2.b. 

3.  We  recommend  that  the  Assistant  Secretary  of  Defense  (Health 
Affairs) : 


a.  Appoint  Executive  Agents  within  the  Military  Departments 
for  each  geographic  region  with  two  or  more  scanners. 

b.  Require  Executive  Agents  to  perform  cost  analyses  and 
provide  for  one  maintenance  contract  for  multiple  computed 
tomography  scanners  where  cost-effective. 

c.  Provide  the  Department  of  Veterans  Affairs  the  list  of 
Executive  Agents  and  establish  sharing  agreements  joint 
Department  of  Veterans  Affairs  and  DoD  contracts  or  in-house 
maintenance  where  cost-effective. 

Revised  Recommendations.  Based  on  the  comments  received  from  the 
Assistant  Secretary  of  Defense  (Health  Affairs)  and  discussions 
with  the  Air  Force,  we  have  added  new  Recommendations  3. a.  and 
3.b.  We  also  revised  Recommendation  3.c.,  which  originally 
recommended  the  Military  Departments  and  Department  of  Veterans 
Affairs  establish  sharing  for  in-house  and  contracted  CT  scanner 
maintenance  service. 

Management  comments .  The  Assistant  Secretary  of  Defense 
(Health  Affairs)  concurred  with  draft  report  Recommendation  3.c. 
to  establish  sharing  agreements  between  Military  Departments  and 
between  the  Department  of  Veterans  Affairs  and  Military 
Departments  for  in-house  and  contracted  CT  scanner  maintenance. 
The  Assistant  Secretary  further  stated  that  development  of  a 
joint  blanket  statement  of  work  for  CT  scanner  maintenance  and 
the  sharing  of  maintenance  contracts  can  be  explored  under 
existing  interagency  agreements.  The  Air  Force  concurred  with 
the  intent  of  the  recommendation. 
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response.  We  request  that  the  Assistant  Secretary  of 
Defense  (Health  Affairs)  provide  comments  on  Recommendations 
3. a.  and  3.b. 


Deleted  Recommendation.  Based  on  subsequent  discussions 
with  the  Air  Force,  we  have  deleted  draft  report  Recommendation 
4.  which  recommended  that  DoD  weiqh  the  benefits  of  expanding 
in— house  maintenance  to  other  high— cost  hospital  diagnostic 
equipment. 


Management  Comments  on  Monetary  Benefits.  The  Assistant 
Secretary  of  Defense  (Health  Affairs)  provided  revised  quantities 
for  CT  scanners  that  will  be  available  through  1998  and  agreed 
that  about  $21  million  of  costs  would  be  avoided  through  use  of 
competitive  contracting  for  maintenance  service  of  CT  scanners. 
The  Air  Force  stated  that  use  of  full  and  open  competition  for 
service  contracts  results  in  savings  of  35  percent  or  about 
$6.3  million  for  the  Air  Force. 


The  Assistant  Secretary  of  Defense  (Health  Affairs) ,  the  Army  and 
the  Air  Force  stated  that  the  monetary  benefits  from  use  of  in- 
house  personnel  to  perform  maintenance  of  CT  scanners  understated 
the  costs.  Further,  they  stated  the  report  did  not  recognize  the 
Office  of  Management  and  Budget  and  DoD  requirement  to  perform  a 
study  to  determine  if  an  activity  or  function  should  be  performed 
in— house  or  on  contract.  Each  hospital  commander  must  make  the 
decision  regarding  the  optimal  mix  of  in— house  and  contract 
services. 


Audit  Response.  We  revised  the  report,  recommendations,  and 
estimated  monetary  benefits  shown  in  Appendices  B  and  C  based  on 
the  comments  and  the  updated  information  provided.  We  decreased 
the  monetary  benefits  attributed  to  competition,  based  on 
decreased  numbers  of  CT  scanners,  and  revised  the  monetary 
benefits  to  the  amount  shown  by  the  Assistant  Secretary.  To 
reflect  the  comments  of  the  Assistant  Secretary  and  the  Air 
Force,  we  also  revised  costs  and  put  in  a  range  of  monetary 
benefits  that  could  be  achieved  from  use  of  in-house  personnel 
for  maintenance  of  CT  scanners.  We  recognize  the  need  for  each 
hospital  or  medical  center  commander  to  decide  whether  to  perform 
work  in-house  or  on  contract.  Accordingly,  we  revised 
Recommendation  2.b.  to  reflect  the  need  for  a  cost-benefit 
analysis  prior  to  making  the  decision  to  perform  maintenance  m- 
house  or  by  contract.  We  request  comments  from  the  Army  and  Navy 
on  monetary  benefits  from  use  of  competitive  contracts  for  CT 
scanner  maintenance  and  the  Army,  Navy,  and  Air  Force  on  the 
potential  monetary  benefits  from  use  of  in-house  personnel  for  CT 
scanner  maintenance. 
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Management  Comments  on  Finding.  The  Assistant  Secretary  of 
Defense  (Health  Affairs)  stated  that  the  report  lacked  objective 
information  needed  to  compare  the  three  forms  of  maintenance 
service  and  anecdotal  reports  from  three  locations  do  not 
represent  a  statistically  valid  sample  from  which  to  draw 
conclusions  about  the  effectiveness  of  the  different  forms  of 
maintenance  service. 

The  DLA  commented  that  the  audit  did  not  adequately  establish 
excessive  costs  because  of  competition  restrictions.  Further, 
the  differences  in  costs  of  compared  contracts  could  have  been 
due  to  other  factors  such  as  response  time,  types  of  systems, 
coverage  of  ancillary  components,  and  location  of  hospital.  An 
example  of  the  maintenance  service  contract  on  the  system  at  the 
Naval  Hospital,  San  Diego,  CA  included  ancillary  components  and 
other  equipment.  Finally,  the  DLA  stated  the  audit  did  not 
include  data  reflecting  any  savings  available  through  total 
system  acquisition  as  opposed  to  the  separate  purchase  of  system 
components . 

Audit  Response.  We  agree  with  the  Assistant  Secretary's  comment 
that  reports  from  three  locations  do  not  represent  a 
statistically  valid  sample.  However,  we  were  not  able  to 
substantiate  claims  that  third-party  service  companies  or  in— 
house  maintenance  adversely  affected  the  quality  of  service. 

Our  review  of  comparable  contracts  found  common  factors  such  as 
response  times,  coverage  of  ancillary  and  other  components,  types 
of  systems,  and  locations  of  hospitals.  Our  review  of  the  price 
negotiations  memorandums  for  the  two  CT  scanners  at  the  San  Diego 
Naval  Hospital  found  that  the  extended  warranty  procedures 
contained  in  the  contract  far  exceeded  normal  commercial 
practices,  the  requirements  for  biweekly  maintenance  service  and 
a  twenty-four  hour  repair  capability  exceeded  normal  commercial 
agreements.  The  contracting  officer  determination  of  competition 
for  maintenance  service  stated  that  since  other  service 
organizations  offer  long-term  maintenance  agreements,  pricing  is 
established  in  a  competitive  arena.  The  proposed  award  price  is 
roughly  a  seven  percent  increase  over  the  normal  commercial 
warranty  rate,  but  the  price  offered  was  determined  to  be  fair 
and  reasonable  by  the  contracting  officer.  The  maintenance 
service  contracts  that  were  reviewed  were  not  awarded  as  a  total 
system  acquisition.  The  equipment  contracts  were  awarded  for  CT 
scanners  only  and  the  service  maintenance  was  not  considered  when 
determining  the  lowest  bidder . 
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With  And  Without  Tubes  $  124,196  $  70,448 
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APPENDIX  C  -  COMPUTATION  OF  MAINTENANCE  SERVICE  COSTS 
Air  Force  In-House  calculation ($000) 


FY 

FY 

FY 

FY 

FY 

Number  of 

1994 

1995 

1996 

1997 

1998 

Total 

CT  Scanners—' 

80 

83 

86 

88 

88 

Labor 

$2,060 

$2,137 

$2,215 

$2,266 

$2,266 

$10,944 

Fringes 

797 

827 

857 

877 

877 

4,235 

Parts 

2,756 

2,860 

2,963 

3,032 

3,032 

14,643 

Training 

553 

255 

249 

182 

182 

1.421 

Total—/ 

$6,166  $6,079  $6,284  $6,357 

IG,  DoD  Calculation ($000) 

$6,357 

$31,243 

Number  of 

1994 

1995 

1996 

1997 

1998 

Total 

CT  Scanners—/ 

80 

83 

86 

88 

88 

Labor 

$  807 

$  845 

$  869 

$  889 

$  889 

$  4,299 

Fringes 

312 

327 

336 

344 

344 

1,663 

Parts 

2,757 

2,859 

2,932 

3,005 

3,005 

14,558 

Training 

1,024 

220 

220 

220 

220 

1.904 

Total—/ 

$4,900 

$4,251 

$4 . 357 

$4,458 

$4,458 

$22,424 

1/ Quantities  provided  by  the  Assistant  Secretary  of  Defense 
(Health  Affairs) ;  see  comments  in  Part  IV. 

2./ we  computed  the  Air  Force  in-house  costs  based  on  requirements 
provided  by  the  Assistant  Secretary  of  Defense  (Health  Affairs) . 
For  details  of  labor,  fringes,  parts,  and  training  see  Air  Force 
comments  in  Part  IV. 

2/  we  computed  our  in-house  costs  based  on  requirements  provided 
by  the  Assistant  Secretary  of  Defense  (Health  Affairs) .  The 
details  of  labor,  fringes,  parts,  and  training  are  as  follows: 

Labor  Costs .  We  obtained  labor  cost  information  from  four 
hospitals  that  perform  CT  scanner  maintenance  service  in-house: 
the  22nd  Strategic  Hospital,  March  AFB,  California;  the  DVA 
Medical  Center  in  Minneapolis,  Minnesota;  the  DVA  Medical  Center 
in  Little  Rock,  Arkansas;  and  a  commercial  hospital  in  a  city 
with  the  highest  medical  costs  in  the  United  States. 

The  22nd  Strategic  Hospital  maintained  its  CT  scanner  by  using 
military  enlisted  personnel  in  pay  grades  E-4  and  E-5.  The 
hospital  has  expended  166  labor  hours  servicing  its  CT  scanner 
since  1990.  The  two  DVA  medical  centers  used  GS-10  and  GS-11 
federal  civilian  employees  and  expended  368  labor  hours  per  year 
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APPENDIX  C  -  COMPUTATION  OF  IN-HOUSE  MAINTENANCE  SERVICE  COSTS 
( cont' d) 

per  CT  scanner  at  Minneapolis  and  439  labor  hours  per  year  per 
CT  scanner  at  Little  Rock.  The  commercial  hospital  paid  an 
average  salary  of  $47,700  or  $22.93  per  hour  to  its  personnel  who 
provided  maintenance  service  for  its  CT  scanners. 

We  used  the  commercial  hospital's  average  salary  and  the  labor 
hours  expended  by  the  DVA  Medical  Center,  Little  Rock,  to 
calculate  the  labor  cost  for  in-house  work  in  the  DoD.  We  used 
this  salary  and  hours  because  it  should  be  close  to  the  highest 
the  DoD  would  incur.  The  annual  labor  cost  of  $10,100  per 
scanner  is  calculated  by  applying  the  commercial  hospital's 
hourly  rate  to  the  average  hours  incurred  at  the  DVA  Medical 
Center,  Little  Rock,  ($22.93  x  439  labor  hours).  During  the 
period  FY  1994  through  FY  1998,  in-house  labor  cost  will 
approximate  $4.3  million. 

Fringe  Benefit  Costs.  The  fringe  benefit  cost  is  based  on  a 
fringe  benefit  rate  of  38.7  percent  of  labor  costs.  This  rate  was 
the  most  recent  rate  provided  by  the  Office  of  Management  and 
Budget  in  its  Transmittal  Memorandum  No.  7  to  Circular  A-76  dated 
August  8,  1988.  The  rate  is  composed  of  retirement, 

21.7  percent;  Medicare,  2.2  percent;  social  security, 
8.4  percent;  insurance,  4.7  percent;  and  miscellaneous, 

1.7  percent.  We  calculated  that  fringe  benefits  would  amount  to 
$1.7  million  over  the  6-year  period. 

Parts  Costs.  We  obtained  cost  information  from  the  22nd 
Strategic  Hospital;  the  DVA  Medical  Center,  Minneapolis;  and  the 
DVA  Medical  Center,  Little  Rock. 

The  22nd  Strategic  Hospital  incurred  $1,200  for  replacement  parts 
since  they  began  servicing  the  CT  scanner  in-house  in  1990. 

The  DVA  Medical  Center,  Minneapolis,  serviced  two  CT  scanners 
in-house  and  incurred  an  average  annual  parts  cost  of  $11,046  per 
year  per  scanner.  The  DVA  Medical  Center  has  serviced  one 
CT  scanner  in-house  since  1985  and  the  other  since  1988. 

The  DVA  Medical  Center,  Little  Rock,  serviced  a  CT  scanner 
in-house  since  1985  and  incurred  an  average  parts  cost  of  $21,960 
per  year.  The  medical  center  experienced  this  high  cost  for 
parts  because  it  replaced  major  components  of  the  CT  system.  The 
disk  drive  for  $10,401  and  the  remote  video  module  for  $20,000 
are  examples  of  high  dollar  parts  replaced.  To  compute  a 
conservative  estimate  for  cost  savings,  we  used  the  cost  of  parts 
incurred  by  the  DVA  Medical  Center,  Little  Rock,  the  highest 
parts  costs  found  during  the  audit.  Accordingly,  we  estimated 
parts  costs  for  in-house  maintenance  to  be  $15  million  for  1994 
through  1998. 


24 


APPENDIX  C  -  COMPUTATION  OF  IN-HOUSE  MAINTENANCE  SERVICE  COSTS 
( cont'd) 

Training  Costs.  We  estimated  that  it  will  cost  $12,800  to  train 
an  employee  in  CT  scanner  service.  We  based  our  estimate  on 
training  to  be  conducted  at  the  Radiological  Service  Training 
Institute  in  Cleveland,  Ohio,  where  a  person  will  be  trained  on 
all  models  of  CT  scanners.  We  estimate  that  no  more  than  one 
person  needs  to  be  trained  for  each  scanner  and  one  person  may 
maintain  more  than  one  scanner.  This  estimate  includes  the  cost 
of  tuition,  lodging  and  meals,  and  transportation.  For  the 
6-year  period,  the  training  cost  for  in-house  personnel  will 
amount  to  $1,904,000,  which  includes  $220,000  for  1997  and  1998 
for  possible  employee  attrition. 

Total  Costs.  Our  overall  estimate  is  a  benchmark.  An  accurate 
estimate  of  cost  can  only  be  determined  by  performing  an  analysis 
for  each  hospital  or  service  area  where  the  in-house  CT  scanner 
servicing  will  be  performed.  A  separate  analysis  is  necessary 
because  of  different  conditions  such  as  the  current  quantity  of 
hospital  biomedical  technicians,  the  cost  of  wages  in  each  area, 
and  the  geographical  proximity  to  other  DoD  and  DVA  hospitals  so 
that  shared  maintenance  may  be  considered. 
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APPENDIX  D  ~  LOCATIONS  OF  POD  AND  NEARBY  DEPARTMENT  OF  VETERANS 
AFFAIRS  MEDICAL  CENTERS  COMPUTED  TOMOGRAPHY  SCANNERS  (cont'dl 

Number  of 
Scanners 


Texas 


Brooke  Army  Medical  Center,  Ft.  Sam  Houston 
Wilford  Hall  USAF  Medical  Center,  Lackland  AFB 
Darnall  Army  Community  Hospital,  Ft.  Hood 
DVA  Medical  Center,  Temple 
DVA  Medical  Center,  Houston 
DVA  Medical  Center,  Dallas 
Sheppard  AFB 
Subtotal 

DoD  Hospitals  With  Potential  CT  Scanners: 

Nassua  Bay 
Port  Arthur 
Houston 
Galveston 
Corpus  Christi 
El  Paso 
Subtotal 
Total 

Southern  California 

22nd  Strategic  Hospital,  March  AFB 
Navy  Hospital,  Camp  Pendelton 
Navy  Hospital,  San  Diego 
DVA  Medical  Center,  Loma  Linda 
DVA  Medical  Center,  Long  Beach 
DVA  Medical  Center,  W.  Los  Angeles 
DVA  Medical  Center,  San  Diego 
Subtotal 


2 

3 

1 

1 

1 

1 

1 

10 


1 

1 

1 

1 

1 

1 

6 

16 


DoD  Hospitals  with  Potential  CT  Scanners: 

Twentynine  Palms 
Fort  Irwin 
Subtotal 
Total 
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APPENDIX  D  -  LOCATIONS  OF  POD  AND  NEARBY  DEPARTMENT  OF  VETERANS 
AFFAIRS  MEDICAL  CENTERS  COMPUTED  TOMOGRAPHY  SCANNERS  (cont'd). 

Florida 

56th  Medical  Center,  MacDill  AFB  1 

Naval  Hospital,  Jacksonville  1 

DVA  Medical  Center,  Tampa  2 

DVA  Medical  Center,  Miami  2 

DVA  Medical  Center,  Gainesville  2 

Eglin  AFB  ]■ 

Tyndall  AFB  — - — 

Subtotal  — ^ — 

DoD  Hospitals  With  Potential  CT  Scanners: 

Pensacola  }■ 

Orlando  - 1 — 

Subtotal  - - — 

Total  12  — 


National  Capital  Area 

Walter  Reed  Army  Medical  Center,  Washington,  DC 
Dewitt  Army  Hospital,  Ft.  Belvoir,  VA 
Malcom  Grow  USAF  Medical  Center,  Andrews  AFB,  MD 
National  Naval  Medical  Center,  Bethesda,  MD 
DVA  Medical  Center,  Washington  DC 
Subtotal 

DoD  Hospitals  with  CT  Potential  Scanners: 

Baltimore 
Ft.  Meade 
Subtotal 
Total 


Northern  California 

Navy  Hospital,  Oakland 
David  Grant  USAF  Medical  Center, 
Travis  AFB 

DVA  Medical  Center,  Martinez 
Subtotal 


DoD  Hospitals  With  Potential  CT  Scanners: 

Mather  AFB 
Subtotal 
Total 


Arizona 

832nd  Medical  Group,  Luke  AFB 
836th  Medical  Group,  Davis-Monthan  AFB 
DVA  Medical  Center,  Phoenix 
DVA  Medical  Center,  Tucson 
Subtotal 

DoD  Hospitals  With  Potential  CT  Scanners: 

Ft .  Huachuca 
Subtotal 
Total 


South  Carolina 

Moncrief  Army  Medical  Center,  Ft.  Jackson 
Naval  Hospital,  Charleston 
DVA  Medical  Center,  Columbia 
DVA  Medical  Center,  Charleston 
Subtotal 

DoD  Hospitals  With  Potential  CT  Scanners: 

Beaufort 

Subtotal 

Total 
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APPENDIX  D  ~  LOCATION  OF  POD  AND  NEARBY  DEPARTMENT — OF — VETERANS 
AFFAIRS  MEDICAL  CENTERS  COMPUTED  TOMOGRAPHY  SCANNERS  (cont'dj. 

Georgia 


Dwight  D.  Eisenhower  Army  Medical  Center, 
Ft .  Gordon 

Winn  Army  Community  Hospital,  Ft.  Stewart 
DVA  Medical  Center,  Augusta 
DVA  Medical  Center,  Dublin 
Subtotal 

DoD  Hospitals  with  Potential  CT  Scanners: 

Ft.  Benning 
Subtotal 
Total 

Illinois /Missouri 

Great  Lakes  Naval  Hospital 
USAF  Medical  Center,  Scott  AFB 
DVA  Medical  Center,  Chicago 
DVA  Medical  Center,  St.  Louis 
Total 


Washington 

Navy  Hospital,  Bremerton 
Madigan  Army  Medical  Center,  Tacoma 
DVA  Medical  Center,  Seattle 
Subtotal 

DoD  Hospitals  With  Potential  CT  Scanners: 

Seattle 
Oak  Harbor 
Subtotal 
Total 


1 

1 

1 

1 

4 


1 

1 

5 


1 

1 

1 

1 

4 


1 

1 

1 

3 


1 

1 

2_ 

5 
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APPENDIX  D  -  LOCATION  OF  POD  AND  NEARBY  DEPARTMENT  OF  VETERANS 
AFFAIRS  MEDICAL  CENTERS  COMPUTED  TOMOGRAPHY  SCANNERS  (cont'dj 

Southern  Virginia 

1st  Medical  Group,  Langley  AFB  1 

Naval  Hospital,  Portsmouth  1 

DVA,  Medical  Center,  Hampton  - 1 — 

Subtotal  - - — 

DoD  Hospitals  With  Potential  CT  Scanners: 

Ft.  Eustis  ^ 

Ft .  Lee  - 1 — 

Subtotal  - 1 — 

Total  - — 


Colorado 


Fitzsimons  Army  Medical  Center,  Aurora 
DVA  Medical  Center,  Denver 
USAF  Academy,  Colorado  Springs 
Subtotal 

DoD  Hospitals  With  Potential  CT  Scanners: 

Ft .  Carson 
Subtotal 
Total 


Kansas 

Irwin  Army  Community  Hospital,  Ft.  Riley 
DVA  Medical  Center,  Topeka 
Subtotal 

DoD  Hospitals  With  Potential  CT  Scanners: 

Ft .  Leavenworth 
Subtotal 
Total 


1 

1 

1 

3 


1 

1 

2 
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APPENDIX  n  -  LOCATION  OF  POD  AND  NEARBY  DEPARTMENT  OF  VETERANS 
AFFAIRS  MEDICAL  CENTERS  COMPUTED  TOMOGRAPHY  SCANNERS  (cont'dl 


Oklahoma 


DVA  Medical  Center,  Oklahoma  City 
Subtotal 

DoD  Hospitals  With  Potential  CT  Scanners: 

Ft.  Sill 
Subtotal 
Total 


Nebraska 

Ehrling  Berquist  Strategic  Hospital,  Offutt  AFB 
DVA  Medical  Center,  Omaha 
Total 


Mississippi 

Keesler  Medical  Center,  Keesler  AFB 
DVA  Medical  Center,  Biloxi 
Total 


Alabama 


Air  University  Regional  Hospital,  Maxwell  AFB 
DVA  Medical  Center,  Montgomery 
Subtotal 

DoD  Hospitals  With  Potential  CT  Scanners: 

Redstone  Arsenal 
Ft .  Rucker 
Ft.  McClellan 
Subtotal 
Total 


Kentucky 

Ireland  Army  Community  Hospital,  Ft.  Knox 
DVA  Medical  Center,  Louisville 
Total 


1. 

1 


1 

1 

2 


1 

1 

2 
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APPENDIX  D  -  LOCATION  OF  POD  AND  NEARBY  DEPARTMENT  OF  VETERANS 
AFFAIRS  MEDICAL  CENTERS  COMPUTED  TOMOGRAPHY  SCANNERS  (cont'dl 

Ohio 


USAF  Medical  Center,  Wright-Patterson  AFB 
DVA  Medical  Center,  Dayton 
Total 

North  Carolina 

Womack  Army  Community  Hospital,  Ft.  Bragg 
Camp  Lejeune 

DVA  Medical  Center,  Durham 
Subtotal 

DoD  Hospitals  with  Potential  CT  Scanners: 

Cherry  Point 
Subtotal 
Total 


Summary  Totals 

Current  DoD  CT  Scanners 
Potential  DoD  CT  Scanners 
Current  DVA  CT  Scanners 

Total 


49 

27 

36 

112 
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APPENDIX  E 


SUMMARY  OF  POTENTIAL  BENEFITS  RESULTING  FROM  AUDIT 


Recommendation 
Reference _ 

1. 


2. a. 


2 .  b. 


3. a. ,  3 .  b. 
and  3 . c . 


Description  of  Benefit 

Economy  and  Efficiency. 
CT  scanner  maintenance 
service  solicitations 
would  be  opened  to  all 
responsible  bidders. 


Economy  and  Efficiency. 
Statement  of  work  for 
CT  scanner  maintenance 
service  contracts  would 
be  written  without  bidding 
restrictions . 

Economy  and  Efficiency. 
Procedures  for  cost- 
benefit  analysis  would 
help  medical  facilities 
determine  the  feasibility 
of  in-house  servicing  of 
CT  scanners. 


,  Economy  and  Efficiency. 
Will  result  in  sharing 
agreements  between  the 
Military  Departments  and 
the  Department  of  Veterans 
Affairs  for  maintenance  of 
CT  scanners. 


Amount  and/ or 
Type  of  Benefit 

Operation  and 
maintenance  funds 
put  to  better  use 
of  $23,619,000  for 
FY  1993  through 
FY  1998.  (Army 
$9,211,000;  Navy 
$6,141,000;  Air 
Force  $8,267,000) . 

Included  in 
amount  for 
Recommendation  1. 


Operation  and 
maintenance  funds 
put  to  better  use 
of  $6,657,000  for 
FY  1994  through 
FY  1998  (Army 
$2,596,000;  Navy 
$1,731,000;  Air 
Force  $2,330,000) . 


Monetary  benefits 
can  not  be 
reasonably 
estimated. 
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APPENDIX  F  -  ACTIVITIES  VISITED  OR  CONTACTED 


Office  of  the  Secretary  of  Defense 

Under  Secretary  of  Defense  for  Acquisition,  Washington,  DC 
Director  of  Defense  Procurement,  Washington,  DC 

Assistant  Secretary  of  Defense  (Health  Affairs) ,  Washington,  DC 
Assistant  Secretary  of  Defense  (Production  and  Logistics) , 
Washington,  DC 

Department  of  the  Army 

Assistant  Secretary  of  the  Army  (Financial  Management) , 
Washington,  DC 

The  Surgeon  General,  Department  of  the  Army,  Washington,  DC 
Blanchfield  Army  Community  Hospital,  Fort  Campbell,  KY 
Brooke  Army  Medical  Center,  Fort  Sam  Houston,  TX 
Darnell  Army  Community  Hospital,  Fort  Hood,  TX 
Dewitt  Army  Hospital,  Fort  Belvior,  VA 
Fitzsimons  Army  Medical  Center,  Aurora,  CO 

General  L.  Wood  Army  Community  Hospital,  Fort  Leonard  Wood,  MO 

Ireland  Army  Community  Hospital,  Fort  Knox,  KY 

Irwin  Army  Community  Hospital,  Fort  Riley,  KS 

Martin  Army  Community  Hospital,  Fort  Benning,  GA 

Moncrief  Army  Community  Hospital,  Fort  Jackson,  SC 

Reynolds  Army  Community  Hospital,  Fort  Sill,  OK 

Silas  B.  Hayes  Army  Community  Hospital,  Fort  Ord,  CA 

Walter  Reed  Army  Medical  Center,  Washington,  DC 

William  Beaumont  Army  Community  Hospital,  Fort  Bliss,  TX 

Winn  Army  Community  Hospital,  Fort  Stewart,  GA 

Womack  Army  Community  Hospital,  Fort  Bragg,  NC 

Department  of  the  Navy 

Assistant  Secretary  of  the  Navy  (Financial  Management) , 
Washington,  DC 

Chief,  Bureau  of  Medicine  and  Surgery,  Washington,  DC 

National  Naval  Medical  Center,  Bethesda,  MD 

Navy  Hospital,  Bremerton,  WA 

Navy  Hospital,  Camp  Lejeune,  NC 

Navy  Hospital,  Camp  Pendleton,  FL 

Navy  Hospital,  Charleston,  SC 

Navy  Hospital,  Orlando,  FL 

Navy  Hospital,  Pensacola,  FL 

Navy  Hospital,  Portsmouth,  VA 

Navy  Hospital,  San  Diego,  CA 

USS  Comfort 

Naval  Supply  Center,  Norfolk,  VA 
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APPENDIX  F  ~  ACTIVITIES  VISITED  OR  CONTACTED  (cont'd) 

Department  of  the  Air  Force 

Assistant  Secretary  of  the  Air  Force  (Financial  Management  and 
Comptroller) ,  Washington,  DC 
The  Surgeon  General  of  the  Air  Force,  Washington,  DC 
AFSC  Regional  Hospital  Eglin,  Eglin  AFB,  FL 
Air  University  Regional  Hospital,  Maxwell  AFB,  AL 
David  Grant  USAF  Medical  Center,  Travis  AFB,  CA 
Ehrling  Berquist  Strategic  Hospital,  Offutt  AFB,  NE 
Keesler  Medical  Center,  Keesler  AFB,  MS 
Malcolm  Grow  USAF  Medical  Center,  Andrews  AFB,  DC 
Robert  L.  Thompson  Strategic  Hospital,  Carswell  AFB,  TX 
Sheppard  TTC  Hospital,  Sheppard  AFB,  TX 
USAF  Academy  Hospital,  USAF  Academy,  CO 
USAF  Hospital  Tinker,  Tinker  AFB,  OK 
USAF  Medical  Center  Scott,  Scott  AFB,  IL 

USAF  Medical  Center  Wright-Patterson,  Wright-Patterson  AFB,  OH 

Wilford  Hall  USAF  Medical  Center,  Lackland  AFB,  TX 

1st  Medical  Group,  Langley  AFB,  VA 

2nd  Strategic  Hospital,  Barksdale  AFB,  LA 

22nd  Strategic  Hospital,  March  AFB,  CA 

31st  Medical  Group,  Homestead  AFB,  FL 

48th  TFW  Hospital,  RAF  Lakenheath,  UK 

56th  Medical  Group,  MacDill  AFB,  FL 

325th  Medical  Group,  Tyndall  AFB,  FL 

832nd  Medical  Group,  Luke  AFB,  AZ 

836th  Medical  Group,  Davis-Monthan  AFB,  AZ 

857th  Strategic  Hospital,  Minot  AFB,  ND 

Defense  Agencies 

Defense  Personnel  Support  Center,  Philadelphia,  PA 
Headquarters,  Defense  Contract  Audit  Agency,  Alexandria,  VA 
Headquarters,  Defense  Logistics  Agency,  Alexandria,  VA 

Other  Government  Agencies 

Department  of  Veterans  Affairs,  Inspector  General,  Washington,  DC 
Department  of  Veterans  Affairs,  Marketing  Office,  Washington,  DC 
Department  of  Veterans  Affairs,  Chief  Biomedical  Engineering 
Division,  Facilities  Engineering  Services,  Washington,  DC 
Department  of  Veterans  Affairs,  Engineering  Training  Center, 

North  Little  Rock,  AR 

Department  of  Veterans  Affairs,  Little  Rock  Medical  Center, 

Little  Rock,  AR 

Department  of  Veterans  Affairs,  Minneapolis  Medical  Center, 
Minneapolis,  MN 
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APPENDIX  F 


ACTIVITIES  VISITED  OR  CONTACTED  (cont'd) 


Non-Government  Activities 

General  Electric  Medical  Systems,  Inc.,  Milwaukee,  WI 
Imaging  Equipment  Services,  Inc.,  Pittsburgh,  PA 
Kaiser  Permanente,  Oakland,  CA 
Picker  International,  Inc.,  Cleveland,  OH 
R  Squared  Scan  Systems,  Inc. ,  Corona,  CA 
Radiological  Service  Training  Institute,  Solon,  OH 
Siemans  Medical  Systems,  Inc.,  Iselin,  NJ 
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APPENDIX  G 


REPORT  DISTRIBUTION 


Office  of  the  Secretary  of  Defense 

Under  Secretary  of  Defense  for  Acquisition 
Director  of  Defense  Procurement 

Assistant  Secretary  of  Defense  (Health  Affairs) 

Assistant  Secretary  of  Defense  (Production  and  Logistics) 
Comptroller  of  the  Department  of  Defense 

Department  of  the  Army 

Secretary  of  the  Army 

Assistant  Secretary  of  the  Army  (Financial  Management) 
Inspector  General,  Department  of  the  Army 
The  Surgeon  General,  Department  of  the  Army 

Department  of  the  Navy 

Secretary  of  the  Navy 

Assistant  Secretary  of  the  Navy  (Financial  Management) 

Chief,  Bureau  of  Medicine  and  Surgery 

Department  of  the  Air  Force 

Secretary  of  the  Air  Force 

Assistant  Secretary  of  the  Air  Force  (Acquisition) 

Assistant  Secretary  of  the  Air  Force  (Financial  Management  and 
Comptroller) 

The  Surgeon  General,  Department  of  the  Air  Force 

Other  Defense  Activities 

Director,  Defense  Contract  Audit  Agency 
Director,  Defense  Logistics  Agency 

Director,  Defense  Logistics  Studies  Information  Exchange 
Commander,  Defense  Personnel  Support  Center 

Non-Defense  Activities 

Office  of  Management  and  Budget 

U.S.  General  Accounting  Office,  National  Security  and 

International  Affairs  Division,  Technical  Information  Center 
Inspector  General,  Department  of  Veterans  Affairs 
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APPENDIX  G  ~  REPORT  DISTRIBUTION  (cont'd) 


Chairman  and  Ranking  Minority  Member  of  the  following 
Congressional  Committees  and  Subcommittees: 

Senate  Subcommittee  on  Defense,  Committee  on  Appropriations 

Senate  Committee  on  Armed  Services 

Senate  Committee  on  Governmental  Affairs 

Senate  Committee  on  Veterans'  Affairs 

House  Committee  on  Appropriations 

House  Committee  on  Armed  Services 

House  Committee  on  Government  Operations 

House  Committee  on  Veterans'  Affairs 

House  Subcommittee  on  Legislation  and  National  Security, 
Committee  on  Government  Operations 
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PART  IV  -  MANAGEMENT  COMMENTS 

Assistant  Secretary  of  Defense  (Health  Affairs) 

Department  of  the  Army 

Department  of  the  Navy 

Department  of  the  Air  Force 

Defense  Logistics  Agency 


ASSISTANT  SECRETARY  OF  DEFENSE  (HEALTH  AFFAIRS)  COMMENTS 


THC  ASSISTANT  SECRETARY  OT  DEFENSE 

WASHINGTON.  0.  C  *0J6l-tM0 


•CM  9  m 


MEMORANDUM  FOR  INSPECTOR  GENERAL,  DEPARTMENT  OF  DEFENSE 

SUBJECT!  Drift  Report  on  Computed  Tomography  Scanner  Maintenance 
Service  Contract*  (Project  Ho.  2CD-4006) 


Although  th*  operational  aspects  of  medical  aaintananca  ara 
Governed  by  acguisltion  and  maintenance  policies  which  cob*  under 
the  policy  purview*  of  OASD(PtL),  *nd  th*  Military  Departments,  I 
appreciate  th*  opportunity  to  offer  comments  on  th*  subject  draft 
report,  and  trust  that  thee*  comments  will  be  carefully 
considered  in  th*  preparation  of  your  final  report. 

High  technology  diagnostic . medical  systems,  such  es  Computed 
Tomography  (CT)  Scanners,  ere  absolutely  crucial  to  th*  practice 
of  quality  medical  care,  therefore  the  effectiveness  end 
efficiency  of  th*  maintenance  supporting  these  systems  era  also 
crucial.  A  pillar  of  DoD’s  Coordinated  Cere  Program  is  th* 
delegation  of  decision-making  flexibility  to  th*  local  hospital 
level.  Th*  local  hospital  commander  will  b*  making  tough 
business  decisions  regarding  th*  optimal  mix  of  in-house, 
contract,  end  community  based  clinical  services.  Th*  commander 
must  have  similar  flexibility  to  match  hie  maintenance  support  to 
the  overall  coordinated  car*  plan  for  the  catchment  ere*.  We 
muat  be  careful  to  balance  apparent  direct  cost  sevlnas  in  a 
support  arena  such  es  CT  Scanner  maintenance  end  th*  indirect 
cost  issues  euch  es  equipment  availability,  quality  assurance, 
risk  management,  end  physician  retention. 

The  report  serves  es  an  indicator  that  managemant  attention 
needs  to  be  focused  on  th*  Issue  of  CT  Scanner  maintenance. 
However,  questions  concerning  the  validity  of  th*  cost  estimates 
and  the  naad  to  adhere  to  Office  of  Management  and  Budget  (OKB) 
end  Department  guidance  on  the  Commercial  Activities  Program  cast 
doubt  on  th*  finding*  end  resulting  recommendations. 


Specific  comments  on  the  findings  end  recommendation*  of  the 
graft  report  ere  provided  as  an  anelosur*.  The  OASD(HA)  point  of 
contact  for  this  action  is  MAJ  Magee  et  (703)  014-4157. 


Enclosure! 

Aa  stated 
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A88I8TANT  SECRETARY  OP  DEPEN8B  (HEALTH  AFFAIRS)  COMMENTS 
(cont'd) 


COMMENTS  OX  DRXff  ATOIf  REPORT  OR  COKPOTIO  TOHOORAPET  SCAMMER 
MAIMTEMAMCS  SERVICE  COWTRACTS 


Findings: 

Reasons  Tor  Sola-Source.  As  of  January  U(  1992,  OoO  had  avardsd 
approximately  >3  maintenance  asrvics  contracts  for  CT  scannars. 
Our  review  found  that  27  of  ths  3«  contracts  wars  avardsd  vlthout 
full  and  open  competition  (See  Appendix  A)  •  nineteen  of  the 
twenty-seven  contracts  vers  options  that  vers  not  subject  to  the 
requirements  of  PAR  Subpart  6.1.  Eight  of  the  twenty-seven 
contracts  were  found  to  have  unnecessary  restrictions  that 
exceeded  the  needs  of  the  agency  in  the  Statement  of  Work. 

finding  -  ct  scanner  maintenance  service  options.  PAR 
Subpart  6.1«  requires  "...that  contracting  officers  shall  promote 
and  provide  for  full  and  open  competition  in  soliciting  offers 
and  awarding  Government  contracts."  Ths  PAR  also  states  that 
"full  and  open  competition  means  that  all  responsible  sources  are 
permitted  to  compete."  In  our  review  of  four  contracts  with 
nineteen  contract  options  for  naintenanco  service,  which  DPSC 
awarded,  we  determined  that  this  PAR  requirement  was  not  met. 

The  requirement  was  not  met  at  the  time  the  contracts  were 
awarded  or  at  a  later  time  when  contract  options  were  exercised 
because  service  companies,  other  than  Original  Equipment 
Manufacturers  (OEMs),  did  not  have  an  opportunity  to  compete  for 
the  contract.  Service  companies  vers  not  afforded  an  opportunity 
to  compete  because  the  solicitations  required  that  the  offerer 
provide  both  CT  scanners  and  the  maintenance  service  for  the 
scanners.  Service  companies  could  provide  CT  scanner  maintenance 
service  but  could  not  provide  CT  scanners. 

DPSC  exercised  the  contract  maintenance  options,  stating  that  ths 
options  were  the  most  advantageous  methods  for  fulfilling  the 
needs  of  the  Government.  However,  DPSC  made  this  determination 
without  soliciting  all  responsible  sources  to  obtain  competition 
for  CT  scanner  maintenance  services.  In  order  to  justify  that 
option,  DPSC  supported  the  price  as  reasonable  by  using  the  bid 
price  of  another  OEM.  Por  example,  on  contract 
DLA120-S90-C-S043,  DPSC  exercised  a  CT  maintenance  service  option 
and  justified  competition  by  stating  that  another  OEM  offered  a 
higher  price  for  the  same  option.  However,  no  other  service 
companies  were  solicited  for  price  competition.  Also,  ths  OEM 
that  offered  the  higher  price,  offered  a  price  for  servicing  a 
different  brand  of  scanner. 

Response  -  Concur  with  comm  amt.  The  Inclusion  of  the  maintenance 
provisions  as  part  of  the  original  acquisition  contract  is  as 
important  component  in  assessing  the  total  life  cycle  costs 
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ASSISTANT  SECRETARY  OP  DEFENSE  (HEALTH  AFPAIR8)  COMMENTS 

(cont'd) 


associated  with  sophisticated  systems  such  as  CT  scannars.  Tha 
assassaant  of  total  ownership  costs  Is  consistent  with  orA* 
outdance  (DFAR  J07.10J).  Tha  characterisation  of  tha  nalntananca 
service  options  as  sole  source  contracts  is  incorrect.  The 
systea  acquisition  includes  Installation,  training,  maintenance, 
warranty  support,  and  hardware.  This  total  systea  acquisition  is 
solicited  for  full  and  open  competition  among  all  responsible 
sources.  The  finding  does  indicate  that  increased  attention  must 
be  paid  to  strengthen  the  option  evaluation  process  to  Include 
evaluation  of  other  than  OEMs  prior  to  exercising  the  maintenance 
options. 


rinding  -  factory  training  restriction.  In  our  review  of  CT 
scanner  maintenance  service  contracts/solicitations  at  DOO 
hospitalaf  we  found  a  specification  in  tha  Statements  of  Work 
that  requited  CT  ecanner  maintenance  service  technicians  to  he 
factory  trained.  Further,  Statements  of  Work  in  contracts 
F11623-88-C-0053  and  F49842-88-D-0059  required  factory  training 
on  a  specific  CT  scanner  make  and  model. 


We  found  CT  scanner  maintenance  service  technicians,  mho  vers  not 
factory  trained,  performing  satisfactory  maintenance  service  at 
DoD  and  OVA  hospitals.  These  technlciams  are  trained  at 
non* factory  schools,  such  as  the  Radiological  Service  Training 
Institute  in  Cleveland,  Ohio,  and  R  Squared  Scan  Systsss,  Xnc., 
in  Corona,  California.  We  concluded  that  DoD  hospital  bid 
solicitations  that  contained  a  Statement  of  Work  requirement  for 
factory  training  were  restrictive  because  they  eliminated  other 
responsible  bidders.  The  Office  of  the  Inspector  Central,  DVA, 
came  to  a  similar  conclusion  in  its  review  of  CT  scanner 
maintenance  service  contracts;  and  OVA  initiated  action  to 
eliminate  restrictions  to  competition  im  its  contracts. 


Response  -  Concur. 

finding  -  mnftwnre  reetrlotlom.  Contracts  r086Sl-»l-D-0001 
and  F11623~88-€~00S3  contained  software  restrictions  that 
required  the  contractor  to  possess  ths  license  to  hold  and  use 
the  manufacturer’s  copyrighted  diagnostic  software.  We  found 
that  licensing  requlresents  for  diagnostic  software  wars  not 
essential  in  performing  diagnostic  functions.  Ws  concluded  that 
DoD  hospital  bid  sol icitat ions,  which  contained  a  Statsssnt  of 
Work  requirement  for  diagnostic  software  licensing,  were 
restrictive  because  they  eliminated  other  responsible  bidders  end 
were  not  necessary  to  meet  the  minimum  needs  of  the  procuring 
agency. 


Response  -  Concur  with  comment.  The  diagnostic  software  may  not 
be  an  absolute  minimum  requirement  for  CT  scanner  maintenance  and 
repair,  but  it  does  ia  fact  rspresant  s  significant  enhancement 
to  repair  capability.  Evidence  of  the  value  of  diagnostic 
software  can  be  found  in  the  current  uproar  in  the  medical 
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Final  Report 
Page  No.  _ _ 


Revised 


equipment  industry  concerning  the  copyrighting  and  control  of 
diagnostic  software.  This  enhancement  provides  for  more  precise 
and  rapid  system  analysis  and  therefore  nore  tlaely  and  effective 
maintenance  of  the  systee.  An  alternative  to  staking  this  an 
absolute  requlreaent  in  the  statements  of  Work,  is  to  use  best 
value  procedures  in  the  contracting  for  maintenance  services  and 
to  make  the  availability  of  diagnostic  software  a  matter  of 
technical  merit  when  evaluating  competing  offere. 

rinding  -  Cost  of  Sole-Source  Contracts  Our  review  showed 
that  the  average  cost  of  contracts  awarded  without  competition 
for  CT  scanner  maintenance  services  was  7S  percent  greater 
($124,196  versus  $70,47S)  than  contracts  awarded  competitively 
(See  Appendix  A).  Tor  example,  DoD  paid  an  OEM  $127,700  for  a 
1-year  maintenance  contract  (not  including  replacement  tubes)  for 
a  General  Electric  9S00  CT  scanner  at  Milford  Hall,  Texas.  Tor 
the  same  model  at  Port  Sam  Houston,  Texas,  DoD  paid  $56,100  on  a 
competitively  awarded  contract  to  a  third  party  service  company. 
We  calculated  that  DoD  could  save  as  much  as  $37,466,000  over  the 
next  6  years  if  all  barriers  to  full  and  open  competition  were 
removed.  Appendix  »  provides  the  details  of  the  cost  savings 
over  the  next  6  years. 

response  -  Bod  concur .  We  believe  the  potential  cost  avoidance 
cited  in  the  report  is  greatly  overstated.  The  cost  avoidance 
figures  are  based  on  an  estimate  that  the  DoD  will  add  61 
additional  CT  Scanners  by  1996.  The  number  was  based  on  the 
figure  used  as  the  estimate  for  DoD  purchases  used  to  negotiate 
the  recent  CT  Scanner  acquisition  contracts.  This  figure 
includes  replacements  as  well  as  new  scanner  acquisitions,  and 
represents  the  potential  maximum  of  total  ecanner  purchases 
projected  (new  and  replacement) .  Eased  on  service  equipment 
fielding  projections,  it  is  estimated  that  only  11  (S  Army,  1 
Wavy  ,  and  3  Air  Force)  new  machines  will  be  added  between  now 
and  1996.  Each  of  the  new  acquisitions  and  any  raplaceaent  or 
upgrade  acquisitions  are  covered  under  warranty  for  one  year  and 
will  not  require  service  contracts  until  the  warranty  expires. 

The  correction  to  the  projection  of  the  number  of  units  requiring 
servicing  reduces  the  estimated  cost  avoidance  by  approximately 
37  percent.  Attachment  1  shows  the  adjustments  to  the  DoO  1C 
estimates. 

Finding  -  In-house  Connoted  Tonography  Scanner  Halntsnanga 
pervloo  DoD  hires  and  trains  hospital  equipment  repair  personnel 
to  perform  service  on  hospital  equipment  ranging  from  beds  and 
intravenous  pumps  to  X-ray  machines.  Other  hospital  low  density, 
high  technology  medical  equipment,  such  as  CT  scanners,  gamma 
cameras  and  computers,  ultrasound,  and  specialised  X-ray 
machines,  can  also  be  maintained  by  hospital  equipment  repair 
personnel.  However,  most  DoD  personnel  have  not  been  trained  to 
do  the  work.  Many  Department  of  Veterans  Affairs  (OVA)  medical 
centers  already  perform  CT  scanner  maintenance  service  in-house. 
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The  issues  relating  to  the  potential  use  of  in-house  DoD  repair 
personnel  concern  the  quality  of  repair  service,  the  cost  of 
in-house  servicing,  and  the  potential  DoD  and  DVA  Maintenance 
sharing  arrangements. 

Response  -  nonconcur.  The  issues  relating  to  the  potential  use 
of  in-house  DoD  repair  personnel  are  not  confined  to  the  quality 
of  repair  service,  the  cost  of  in-house  servicing,  and  the 
potential  for  DoD  and  DVA  maintenance  sharing  arrangements.  A 
very  important  issue  overlooked  in  this  finding  concerns  the 
Commercial  Activities  Program  guidance  as  provided  in  OMB 
Circular  A-76,  DoD  Directive  4100.15,  and  DoD  Instruction 
4100.33*  This  guidance  must  be  observed  when  considering  the 
conversion  of  an  activity  from  commercial  sources  to  in-house 
sources.  DoD  Instruction  4100.15,  paragraph  D.4.,  states  "DoD 
Components  shall  rely  on  commercially  available  sources  to 
provide  commercial  products  and  services  except  when  required  for 
national  defense,  when  no  satisfactory  commercial  source  is 
available,  or  when  in  the  best  interest  of  direct  patient  care." 

rinding  -  CT  Scanner  Maintenance  Service  Quality.  During 
the  audit,  it  was  alleged  that  there  were  maintenance  service 
quality  problems  if  DoD  used  third  party  service  companies  or 
in-house  maintenance  service  for  CT  scanners  rather  than  OEM 
maintenance  service.  We  reviewed  the  maintenance  service  quality 
at  several  DoD  hospitals  and  found  that  the  allegation  could  not 
be  substantiated. 

In  examining  the  maintenance  service  records  at  the  Womack  Army 
Medical  Center  at  Fort  Bragg,  North  Carolina,  we  found  that  the 
medical  center  used  both  OEM  and  third  party  contractors  to 
service  its  CT  scanner.  We  found  evidence  that  the  hospital 
experienced  quality  problems  with  both  the  OEM  and  third  party 
service  contractor. 

We  visited  Keesler  Medical  Center  at  Keesler  AFB,  Mississippi. 
This  medical  center  had  the  most  expensive  OEM  CT  scanner 
maintenance  service  contract  within  the  DoD.  We  found  that  the 
medical  center  was  not  satisfied  with  the  OEM  CT  scanner 
maintenance  service.  For  several  months  the  CT  scanner  had 
experienced  imaging  problems,  but  the  OEM  had  not  corrected  these 
problems  • 

We  also  contacted  the  22nd  Strategic  Hospital  at  March  AFB, 
California,  and  discussed  the  CT  scanner  maintenance  performed 
in-house  with  one  of  the  two  CT  technicians.  The  technician 
praised  the  in-house  personnel  on  the  maintenance  services.  The 
technician's  praise  centered  on  the  quick  response  time  of  the  CT 
maintenance  personnel. 

Response  -  Nonconcur.  The  report  lacks  the  objective  information 
needed  to  compare  the  effectiveness  of  the  three  forms  of 
maintenance  service.  There  is  no  indication  of  a  statistically 
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valid  survey  to  measure  clinical  uiumnt  of  tho  adequacy  of 
the  oaintananco  services,  and  no  indication  of  assaasnant  of 
ayataa  dovntiaa.  Anecdotal  report*  froa  three  location*  do  not 
repreaent  a  atatiatically  valid  aaaple  froa  vhich  to  draw 
conclusion*  about  the  effectiveness  ot  the  different  foraa  of 
aaintenance  service. 

PUding  -  Coat  of  DoD  Performing  la-house  CT  ItHMI 
Maintenance  ferries^  OoO  personnel  can  perform  CT  scanner 
aaintenance  aervices  at  cost*  significantly  lover  than  the  coat* 
of  contracted  services.  The  costa  tor  OoO  to  competitively 
obtain  CT  scanner  maintenance  service  by  contract  over  the  next  5 
years.  (1994  through  1999)  would  be  $63,971,000.  Me  estimate  the 
OoD  could  save  $26,477,000  if  DoD  personnel  are  hired  and  trained 
to  perform  CT  scanner  service  in-house.  ApperxUx  •  provides 
details  of  6  year  contract  costs,  and  Appendix  C  provides  the 
details  for  the  annual  cost  savings  for  in-house  CT  scanner 
maintenance  service.  Cost  savings  may  be  greater  in  instances 
where  DoD  and  DVA  can  share,  in  CT  scanner  aaintenance  services 
within  a  local  area  or  in  instances  where  comparisons  are  made  to 
noncompetitive  contracts. 

Response  -  Nonconcur.  The  conversion  of  a  contracted  commercial 
activity  (CA)  to  in-house  performance  needs  to  conform  to  the 
Office  of  Management  and  Budget  (OMB)  and  DoD  guidance  on 
commercial  activities.  D00X  4100.33  states:  "When  contract  costs 
become  unreasonable  or  performance  becomes  unsatisfactory,  the 
requirement  must  be  resolicited.  If  the  DoD  component  competes 
in  the  resolicitation,  then  a  cost  comparison  of  a  contracted  CA 
shall  be  performed..."  The  total  in-house  cost  estimate  for 
personnel-related  costs  must  be  10  percent  lower  and  the 
estimated  acquisition  cost  of  additional  equipment  and  facilities 
must  be  39  percent  lower  than  total  contract  costs  to  justify  the 
performance  of  the  CA  in-house.  The  need  for  this  location-by¬ 
location  analysis  is  recognised  in  the  last  paragraph  of  Appendix 
C  to  the  report  which  states  that  "An  accurst*  estimate  of  cost 
can  only  be  determined  by  performing  an  analysis  for  each 
hospital  or  service  area  where  the  in-house  CT  scanner  servicing 
will  be  performed." 

Additionally,  the  cost  estimates  for  establishing  in-house 
capability  are  incomplete,  and  the  resulting  savings  figures 
cited  appear  greatly  overstated.  The  number  of  systems  to  be 
added  between  now  and  1996  are  estimated  at  11  rather  than  the  SI 
cited  in  the  report.  This  factor  alone  reduces  the  cited 
in-house  cost  savings  by  21  percent  or  $9.6  million.  See 
attachment  1  tor  the  adjustments  based  solely  on  the  number  of  CT 
scanners.  Mo  factor  is  included  to  cover  the  additional  tools 
and  diagnostic  equipment  needed  to  support  CT  maintenance 
services.  This  cost  may  run  as  much  as  $100,000  per  system. 
Biomedical  repair  technicians  are  in  great  demand  and  tho 
Services  have  traditionally  experienced  difficulty  in  retaining 
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trained  Individual*.  The  coata  estimated  for  training  a  cadra  of 
CT  acannar  maintenance  paraonnal  do  not  adeguately  allow  for 
personnel  turn-over,  or  allow  for  ratraining  reguirements  naadad 
based  on  system  upgrades  and  replacements.  The  maintenance 
training  available  to  non-OEH  personnel  normally  does  not  cover 
all  levels  of  maintenance  reguirements.  This  will  result  in  the 
need  for  ■back-up*  maintenance  agreements  or  "on-the-spot" 
contracts  to  cover  maintenance  reguirements  which  are  beyond  the 
scope  of  the  in-house  personnel.  Thera  is  no  assessment  of  these 
direct  costa  or  of  the  indirect  costa  associated  with  down-time 
and  contracting  for  "on- the- spot"  maintenance. 

rinding  -  pop  and,  Department  of  jretmna  Mfiirt  iM&l 
Sharing  agreements.  At  present,  each  military  hospital  has  its 
own  CT  scanner  maintenance  service  contract  even  though  there  may 
be  two  or  more  DoD  and  DVA  hospitals  with  CT  scanners  in  the  same 
city.  There  are  economies  of  scale  savings  that  will  occur  if  CT 
scanner  maintenance  service  contracts  cover  more  than  one  CT 
scanner  in  a  region  regardless  of  which  Military  Department 
manages  ths  hospital.  Similar  economies  of  scale  savings  would 
occur  if  in-house  maintenance  personnel  could  service  multiple 
scanners  in  a  region.  We  have  identified  20  areas  that  have  2  or 
more  Dot)  or  DoD  and  DVA  CT  scanners  within  a  50  to  100  mils 
radius  (See  Appendix  0).  In  the  Washington,  D.C.  area,  for 
example,  there  are  4  DoD  hospitals  with  10  CT  scanners  end  a  DVA 
medical  center  with  1  CT  scanner.  These  hospitals  could  Jointly 
shars  servicing  CT  scanners. 

DVA  has  already  incorporated  in-house  maintenance  et  14  of  its 
hospitals.  Two  of  thsss  hospitals  era  located  near  DoD  hospitals 
and  could  readily  begin  sharing  CT  scanner  maintenance  service. 
The  DVA  Medical  Center,  in  Miami,  riorida,  is  located  near 
Homestead  ATS,  and  the  DVA  Medical  Center  in  Seattle,  Washington, 
is  located  near  the  Havy  Hospital,  Bremerton  and  th#  Madlgan  Army 
Medical  Center.  It  is  not  economical  to  use  in-house  maintenance 
for  servicing  CT  scanners  in  s  particular  location  with  multiple 
scanners,  then  at  a  minimum,  one  CT  scanner  maintenance  service 
contract  should  cover  the  multiple  scanners. 

Response  -  Concur  with  comment.  Although  on  the  surface, 
economies  of  seals  always  point  toward  savings,  no  detailed 
analysis  accompanies  this  particular  argument  for  sharing  CT 
scanner  maintenance  services.  Issues  such  as  difference  in 
systems  in  a  region,  travel  costs  and  response  times  all  need  to 
be  assessed.  Again,  the  conversion  of  s  contract  service 
operation  to  an  in-house  operation  must  be  accomplished  1m 
accordance  with  DODI  4100.32. 
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Racouendat  ion*  I 

Recommendation  •  X.  We  recommend  that  the  Defense  Personnel 
Support  Center  open  solicitations  for  the  computed  tomography 
scanner  Maintenance  service  to  all  responsible  bidders. 

Response  -  Concur  with  comment*  The  existing  best  value 
contracting  methodology,  which  considers  total  system  life-cycle 
costs  to  include  installation,  training,  warranty  services,  and 
maintenance  services  promotes  full  and  open  competition  among 
responsible  sources,  and  is  not  restrictive.  The  Defense 
Personnel  Support  Center  should  continue  to  consider  life-cycle 
acquisition  costs  on  major  medical  system  procurements. 

Recommend  that  DPSC  implement  control  procedures  which  will 
insure  that  other  than  OEM  maintenance  options  are  considered 
prior  to  exercising  maintenance  contracting  options* 

Recommendation  -  2.  We  recommend  that  The  Surgeon  General, 
Department  of  the  Army;  Chief,  Bureau  of  Medicine  and  Surgery, 
Department  of  the  Navy;  and  the  Surgeon  General  of  the  Air  Force 
write  a  blanket  statement  of  work  for  computed  tomography  scanner 
maintenance  service  contracts  that  does  not  contain  restrictions 
to  competition.  This  statement  of  work  should  then  be  the  basis 
used  for  all  DoD  computed  tomography  scanner  maintenance  service 
contracting. 

Response  -  Concur. 

Recommendation  -  3*  We  recommend  that  the  Assistant 
Secretary  of  Defense  (Health  Affairs)  appoint  an  Executive  Agent 
to: 

a.  initiate  development  of  the  capability  for  in-house 
coK>uted  tomography  scanner  maintenance  service  and  phase  out  the 
use  of  individual  hospital  computed  tomography  scanner 
maintenance  service  contracts  except  where  unavoidable  or 
economical. 

Response  -  Nonconcur .  The  depth  of  the  report  does  not  warrant  a 
wholesale  jump  to  in-house  maintenance  of  CT  Scanners.  The 
report  cites  only  one  DoD  location  that  is  performing  the  mission 
in-house  and  cites  only  anecdotal  evidence  of  the  satisfaction 
with  that  support.  In  fact  the  report  takes  no  account  of 
clinical  user  satisfaction  with  CT  scanner  service  support.  The 
report  also  does  not  quantify  the  potential  cost  of  down  time  and 
the  potential  risk  management  and  quality  assurance  issues 
associated  with  the  maintenance  of  CT  Scanners  and  resultant 
diagnostic  image  quality.  The  report  also  does  not  address 
CoMercial  Activities  (OMB  Circular  A-76)  study  requirements 
associated  with  determining  if  functions  should  be  performed 
in-house  or  via  contract.  The  report  also  assumes  that  in-house 
staff  can  be  added  in  this  tine  of  downsizing  of  the  military. 
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Th«  decisions  regarding  military  and  civilian  end-strengths  are 
normally  beyond  the  control  of  the  management  levels  which  vill 
have  to  manage  and  implement  these  maintenance  programs.  The 
results  of  the  report  do  indicate  that  the  density  of  CT 
Scanner's  in  DoO  and  the  potential  for  benefits  from  in-house 
maintenance  are  sufficient  to  explore  the  establishment  of 
in-house  maintenance  capability.  The  Military  Departments  must 
follow  their  procedures  for  implementing  DODD  4100.15  and  DODI 
4100.33.  Therefore,  any  recommendation  in  this  regard  should  be 
directed  to  the  Military  Departments. 

b.  Identify  in-house  personnel  staffing  and  training 
resources  to  perform  computed  tomography  scanner  maintenance 
service  at  DoD  hospitals  and  initiate  appropriate  funding 
adjustments  in  Military  Departments'  budgets. 

Response  -  Nonconcur.  See  response  to  recommendation  3. a.  above. 

c.  Coordinate  with  the  Military  Departments  and  the 
Department  of  Veterans  Affairs  to  establish  sharing  agreements 
between  Military  Departments  and  between  the  Department  of 
Veterans  Affairs  and  Military  Departments  for  in-house  and 
contracted  computed  tomography  scanner  maintenance. 

Response  -  Concur  with  comment.  See  comments  on  recommendation 
3. a.  concerning  implementation  of  in-house  CT  Scanner 
maintenance.  Extensive  sharing  of  services  already  exist  both 
locally  and  nationally  between  the  DoD  and  the  Department  of 
Veterans  Affairs.  The  development  of  a  joint  blanket  Statement 
of  Work  for  CT  Scanner  maintenance  and  the  development  of  shared 
maintenance  contracts  can  be  explored  under  the  existing 
interagency  agreements. 

Recommendation  -  4.  He  recommend  that  the  Assistant 
Secretary  of  Defense  (Health  Affairs) : 

a.  Perform  a  cost-benefit  analysis  for  incorporating 
in-house  maintenance  service  for  other  high-cost  hospital 
diagnostic  equipment  such  as  magnetic  resonance  imaging,  nuclear 
medicine,  and  ultrasound  equipment. 

Response  -  Nonconcur.  See  response  to  recommendation  3. a. 

Again,  as  the  operators  of  their  respective  components  of  the 
Military  Health  Services  System,  the  Military  Departments  must 
perform  installation  specific  cost-benefit  analysis  in  accordance 
with  DODD  4100.15  and  DODI  4100.33  to  determine  if  CT  Scanner 
maintenance  should  be  performed  in-house  or  by  contract.  The 
site  by  site  approach  to  the  cost-benefit  analysis  is  also 
consistent  with  the  DoD's  Coordinated  Care  Program. 

b.  Initiate  the  use  of  in— house  servicing  or  contract 
servicing  based  on  the  results  of  the  analysis. 
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Response  -  Honconcur.  See  response  to  reconunendation  4. a.  above. 
The  initiation  of  in-house  servicing  based  on  the  results  of  site 
specific  cost-benefit  analysis  falls  under  domain  of  the 
respective  Military  Department. 
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DASG-HCL-S  (SAIG-PA/3  Sep  92)  (36-2b)  let  End 

LTC  Armondo/aaa/ (703)  756-8160 

SUBJECT:  Draft  Report  on  Computed  Tomography  (CT)  Scanner 
Maintenance  Service  Contracts  (Project  No.  2CD-8006) 

HQDA (DASG-HCZ ) ,  5109  LEESBURG  PIKE,  FALLS  CHURCH,  VA  22041-3258 

16  NOV  1992 

FOR  INSPECTOR  GENERAL,  DEPARTMENT  OF  DEFENSE  (AUDITING)  , 
WASHINGTON,  DC  20310-1700 

1.  Specific  comments  on  the  findings  and  recommendations  for 
subject  Draft  Report  are  provided  as  enclosure  1. 

2  As  indicated  on  enclosure  1,  HQDA  has  directed  the 
accumulation  of  all  existing  specification  for  CT  Scanner 
Maintenance  Service  contracts.  In  conjunction  with  HQ,  U.S.  Army 
Health  Services  Command  (HSC)  and  the  U.S.  Army  Medical  Material 
Agency  (USAMMA) ,  HQDA  is  in  the  process  of  reviewing  these 
specifications  to  establish  standard  Army-wide  specifications  for 
CT  Scanner  Maintenance  Contracts  (enclosure  2). 

3.  In  addition,  HQDA  has  tasted  HSC  and  USAMMA  to  jointly 
conduct  a  study  of  providing  in-house  CT  Scanner  Maintenance 
Services  for  a  one  year  period  to  test  the  feasibility  and 
utility  of  maintaining  these  high  technology  systems  in  this 
fashion  (enclosure  3) . 

4.  A  copy  of  the  Action  Plan  we  are  currently  operating  under  to 
complete  these  actions  is  provided  as  enclosure  4. 

5.  Point  of  contact  for  this  action  is  LTC  Armondo,  DASG-HCL-S, 
(703)  756-8060. 

FOR  THE  SURGEON  GENERAL 


4  Ends 


ROBERT  I.  RICHARDS 
"slonel,  MS 
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DEPARTMENT  Of  THE  ARMY  -  OFFICE  OF  THE  SURGEON  GENERAL 

COMMENTS 

ON 

DRAFT  AUDIT  REPORT 
ON 

COMPUTED  TOMOGRAPHY  SCANNER  SERVICE  CONTRACTS 
(PROJECT  NO.  I  CD  -  S00«) 


FINDING.  Maintenance  service  costs  for  CT  seenners  st  DOS 
hospitals  srs  sxcesslvs.  This  Is  because  the  hospitals  see 
sslntenencs  service  contracts  which  are  not  as  cost-effective 
as  using  in-house  personnel,  and.  to  a  lesser  extent,  the  DoO 
hospitals  and  the  Defense  Personnel  Support  Center  restrict 
the  service  contrscts  to  OEM's  as  alleged  by  the  hotline 
referral.  The  result  Is  that  the  DoD  Is  currently  Incurring 
excess  cost  of  IS. 934.000  that  could  be  eliminated  If  they 
performed  tbs  aalntsnancs  service  in-house.  This  excess  Is 
expected  to  become  918.694,000  per  year  by  the  year  199?  an« 
will  total  to  971.080,000  froa  199S  to  1991. 

RECOMMENDATION  NO.  1. 

No  recoaaend  that  The  Surgeon  General,  Department  of  the 
Army;  ths  Chief  of  Medicine  end  Surgery.  Nevy  Department j  end 
The  Surgeon  Oenerul  of  the  Air  Forest 

s.  Determine  the  in-house  personnel  and  training 
retirements  needed  to  porfors  CT  scanner  maintenance  service 
st  eseh  of  their  respective  hospitals. 

b.  Make  appropriate  funding  adjustments  In  their  budget 
requests  «ad  to  hire  any  required  additional  personnel. 

e.  Incorporate  ln-house  CT  scanner  sslntenencs  service 
end  delete  the  use  of  CT  scanner  aalntsnancs  service  contracts 
In  DoD  hospitals. 

COMMENTS  ON  RECOMMENDATION  NO.  1.  Nonconcur  for  the  following 

reasons i 

s.  Implementation  of  ln-house  CT  scanner  Mlntenance 
service  for  FY  99  Is  extreaely  problematic  since  the  Identifica¬ 
tion  of  personnel  and  their  subsequent  training  would  be  reqelred 
prior  to  tho  otert  of  FV  99.  The  Identification  of  allltery  per¬ 
sonnel  would  have  to  consider  their  background  experience)  ties 
on-etatloa  end  eetlaated  rotation  dates)  their  retention  proba¬ 
bility  while  considering  current  down -mixing  Initiatives)  their 
availability  dates,  new  authorisations,  ate.  R  elallar  screening 
process  would  be  necessary  far  DA  civilians,  end  should  Include  an 
employment  contract  to  aid  retention  upon  completion  of  the  train¬ 
ing.  Additionally,  the  eetlaated  training  cost  of  88.409  per 
repairer  would  need  to  be  FT  99  funding. 
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b.  The  status  of  CT  scanner  maintenance  warrant  las,  or  aervlee 
contracts  Is  not  currently  centrally  available.  Therefore,  con* 
tlnuatlon  of  eoae  aalntenance  service  into  ft  99  nay  be  neceasary 
to  avoid  contract  cancellation  penalties. 

e.  The  rationale  that  DoD  Mould  need  S3  non  personnel  to 
nalntaln  a  projected  density  of  199  scanners  based  upon  industry 
practice  is  very  alnplletle.  The  conclusion  ignores  that  industry 
or  third-party  service  conpanies  operate  bn  a  reasonable  geograph¬ 
ical  area  and  service  a  controlled  range  of  equlpasnt  as  to  manu¬ 
facturer  and  nodsls.  On  the  other  hand.  DoD  hospitals,  with  sons 
exceptions  such  as  the  Washington,  D.C.  and  San  Antonio,  TX  areas, 
are  typically  located  in  widely  dispersed  locations  and  nllitary 
or  civilian  CT  maintenance  specialists  cannot  be  located  to  work 
froa  their  hoae  or  a  decentralized  "office*.  Therefore,  sons 
in-house  CT  scanner  aalntenance  specialists  Mould  be  required  to 
nalntaln  a  single  systea. 

d.  The  recrultaent  of  additional  civilian  personnel  for 
in-house  CT  scanner  aalntenance  service  is  questionable  since 
current  DA  policy  Halts  civilian  personnel  to  authorised  end 
strength,  Presently  there  le  n  DA  hiring  freeze  in  place.  Zt 
doss  not  appear  that  any  relief  froa  the  freeze  is  coning  la 
the  foreeeable  future. 

e.  Additional  supportive  reasons  are  addressed  In  the 
evaluation  of  estimated  monetary  benefits. 

PkOPOSID  AlTEWttTXV*  TO  RXCOMXKXDATIOI  VO.  1. 

The  Office  of  The  burgeon  Oeneral  (OTM)  agrees  that  sub* 
etantlal  savings  may  be  realised  froa  alternative  methods  of  CT 
scanner  aalntsnanes  service  provided  that  quality  patient  care 
or  the  availability  of  each  care  Is  not  compromised.  Accordingly, 
a  comprehensive  review  of  CT  scanner  aalntenance  service  alter¬ 
natives  will  be  initiated.  The  teat  data  accumulated  will  be 
used  to  deteralne  future  decisions. 

coKxurrs  ov  mcomnudatxov  wo.  t. 

Concur.  The  OTSO  will  Initiate  a  joint  task  force  to 
develop  aandatory  specifications  for  CT  scanner  aalntenance 
service  contracts  to  preclude  bidding  restrictions. 

COMMKNTS  OW  XXCOKMZRDATXOV  VO.  9.  Wot  applicable. 

COMMENTS  ON  XXCOMMMDATXON  VO.  4. 

Concur.  The  OTM  will  Initiate  a  study  of  current  main* 
tenenace  service  aethods  and  subsequently  Initiate  action  to 
ensure  quality  services  at  the  least  total  coot. 


59 


DEPARTMENT  OP  THE  ARMY  -  OPPICE  OP  THE  8UROEOM  GENERAL 
COMMENTS  (COnt'd) 


Final  Report 


Page  No, 


13 

Revised 


COMMENTS  ON  THE  SUMMARY  OP  POTOTIAt  MONETARY  AND  OTHER  SENE? ITS, 

Nonconcur  for  the  fo) lowing  reasons: 

a.  Xn-houee  coots  do  not  reflect  TOY  coots  sines  the 
Majority  of  CT  scanners  in  DoD  hospitals  art  a  singls  eystea. 

b.  In-houss  costs  reflecting  ths  cost  of  patient  rsfsrrals 
during  CT  scanner  down- tias  ars  not  quantified  but  ars  asntionsd 
in  tha  audit*  CT  scanntr  down-time  caused  by  TOY  delays,  per- 
aonnal  laava  or  sickness,  atc«,  will  result  in  patient  referrals 
above  that  experiancad  by  manufacturer  or  third-party  contractor** 

e.  In-house  costs  for  training  during  ths  remainder  of  1SS2 
in  ordtr  to  implement  in-houss  maintenance  ssrvics  ars  not  listed, 
tn  general*  training  costa  ars  rsflsctsd  too  lata. 

d*  No  factor  for  training  replaceaent  aaintenancs  ssrvics 
porsonnel  is  considers*,  nor  is  rsfreshsr  training  considers* 
when  CT  scanners  are  upgraded  (software  or  hardware).  Our  estiaato 
of  retraining  le  a  alniaum  of  tl  percent  based  upon  current  losses 
of  both  civilian  and  allltmry  nodical  equipment  repairers  and 
equipment  upgrades. 

e.  CT  ec anner  maintenance  service  contracts  and  in-house 
maintenance  service  cost  Incorrectly  assume  that  the  01  CT 
scanners  identified  on  a  Defans#  Personnel  Support  Cantor  (DPSC) 
Request  Por  Proposal  (RTF  DLA  lao-OOR-OTRO  will  be  purchased  and 
will  not  replace  existing  obsolete  or  worn-out  aye  tens.  In  fact# 
sons  units  will  be  replaced. 

f.  In-house  costs  for  repelr  parts  do  not  recognise  that 
repair  parts  costs  vary  with  CT  scanner  use  and  ago.  Additionally, 
the  in-house  costs  do  not  consider  the  cost  of  replacement  x-ray 
tubes.  Replacement  x-ray  tubes  ars  usually  deeply  discounted 
when  the  manufacturer  performs  ths  maintenance  services  and  typi¬ 
cally  amount  to  00  percent  of  contractual  maintenance  services. 

g.  Ths  in-house  costs  do  not  consider  one-time  contractual 
maintenance  service  costs  for  unique  situations  such  as  simul¬ 
taneous  failures  in  a  region,  extended  sickness  of  maintenance 
personnel,  etc. 

h.  In-houss  costs  do  mot  reflect  the  additional  high- 
priority  requirement  for  repair  parts  and  ths  Impact  upon  ths 
hospital  or  Installation  procurement  offices. 

1.  Tha  cost  of  service  manuals  and  diagnostic  software  to 
troubleshoot  CT  scanners  is  also  not  considered. 
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AOMIN 

IA  WASHINGTON  IC//OASG-HCL// 

COR  OSAHSC  rt  SAN  HOUSTON  TX//HSL0// 

C0R7THHE0C0H  HEI0ELBER6  GC//AEHL0// 

C0R16THMCOCOH  SEOUL  K0R//EAMC-L/> 

C0RUSAMR0C  FT  0ETRICK  HI//SGR0-RHL// 

INFO  C0RUSAMMA  FT  0ETRICK  HI  //S6MMA-ZA// 

UNCLAS 

SUBJECT >  COMPUTERIZE!  TOMOGRAPHY  (CT)  SYSTEM  MAINTENANCE  STUIY 
IEPARTHENT  OF  IEFENSE  (10!)  INSPECTOR  GENERAL  (IG)  0RAFT  AU!IT 
REPORT  ON  COMPUTE!  TOMOGRAPHY  SCANNER  MAINTENANCE  SERVICE  CONTRACTS* 
PROJECT  NO*  2CI-B00W*  25  AUG  *12. 

2.  THE  IO!IG  RECENTLY  AU!ITE!  101'S  ALMOST  TOTAL  USE  OF  SCRVICE 
CONTRACTS  TO  PROVIIE  MAINTENANCE  FOR  CT  SYSTEMS.  THEY  CONCLUOCO 
THAT  !0!  ANAR!E!  CT  SCANNER  MAINTENANCE  SCRVICE  CONTRACTS  WITHOUT 
FULL  AN!  OPEN  COMPETITION  !UE  TO  BI!  RESTRICTIONS  IN  THE  PROCUREMENT 
PROCESS.  THEY  ALSO  SUGGESTEI  THAT  OVER  0b3  MILLION  IN  POTENTIAL 
BENEFITS  COUL!  BE  REAPE!  BY  10!  IF  THEIR  RECOHHEN!ATIONS  WERE 
IMPLEMENTS!* 

3.  THE  ARMY  HEOICAL  IEPARTHENT  AGREE!  TO  INITIATE  A  TASK  FORCE  TO 
OEVELOP  STANIARI  MAINTENANCE  SERVICE  CONTRACT  SPECIFICATIONS.  THE 


LTC  ARHONOO*  IAS6-HCL-S*  7SL-*0t? 

COLLIVEMORE*  IASG-HCZ*  7SW-4210 
rjgttjn1  UNCLASSIFIE! 

fcocu 
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02  02  RR  UUUU 

ACTING  SURGEON  GENERAL  ALSO  APPROVED  CONDUCTING  A  STUDY  or  USING  IN- 
HOUSE  PERSONNEL  TO  PERFORM  CT  SYSTEH  NAINTCNlNCE  21  AUG  12. 

1.  ACTION  ADDRESSEES  HILL  COLLCCT  A  COPY  OF  EACH  CT  SCANNER  SYSTCB 
MAINTENANCE  SERVICE  CONTRACT  FOR  THEIR  SUBORDINATE  ACTIVITIES*  THESE 
CONTRACTS  MUST  BE  FORHARDED  TO  THE  FOLLOHING  TASK  FORCE  POCS  TO 
ARRIVE  NOT  LATER  THAN  *  OCT  12* 

A.  TASK  FORCE  POC  FOR  HSC  CT  SYSTEH  SERVICE  CONTRACTS— CH3 
PLACE ^  HSLO-PH* 

B*  TASK  FORCE  POC  FOR  ?TH  AND  1ATH  MCDCOH  CT  SYSTEM  SERVICE 
CONTRACTS— CH3  BREHER.  SGMHA-H* 

S*  TASK  FORCE  POCS  HILL  ANALYZE  ALL  AHEDD  CT  SYSTEN  SERVICE 
CONTRACT  SPECIFICATIONS  BY  30  OCT  12  AND  PREPARC  A  DRAFT  STANDARD 
SPECIFICATIONS  NLT  31  DCC  12. 

b*  HR  HSC.  USAMA.  AND  THIS  OFFICE  HILL  JOINTLY  TEST  THE  PROVISION 
OF  IN-HOUSE  CT  SCANNER  MAINTENANCE  SERVICES  AND  EVALUATE  THE 
FEASIBILITY  OF  USE  THROUGHOUT  THE  AHEDD* 

?*  POINTS  OF  CONTACT  FOR  THIS  ACTION  ARE  LTC  ARMONDO.  DASG-HCL.  DSN 
2B1-B0b0  OR  COMMERCIAL  «703>  ?5b-60b0L  CH3  PLACE.  HSLO-PN.  DSN 
171-aHOS  OR  COMMERCIAL  <S12>  221-BMOSL  AND  MR*  FASTEN/ 

CH3  BREHER.  SGHMA-B.  DSN  3N3-?m  OR  COMMERCIAL  (301)  bJ1-7Nm* 


LTC  ARMONDO.  DASG-HCL-t.  7Sb-«0b7 
COL  LIVERMORE.  DASC-HCZ.  75U-B210 


UNCLASSIFIED 
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OEPAATHENt  Of  THE  ARMY 
Of  fCt  Of  1M  SUOCtOH  COKMl 
tlMUCMUMO  Wtl 
f«i  i  «  CWJMCM.VA  »04t-]Mf 


MSC>HCL  (750) 


8:  t  Sop  >3 

E  7  AUG  1992 


moMUDOK  ro« 

SUBJECT!  coBputsrlssd  To.OTr.phy  (CT)  sy.to.  H.lnt.o.nc.  study 

,  T_  -_it#  of  those  reasons,  the  Department  ot  Defense  (000) 
inaoector  General  (IG)  recently  questioned  both  the  concept  and 

savings  batvaan  now  *nd  199*)  • 

esui 

a  Vftu  «rt  tasksd  to  jointly  davalop  tha  data ilad  study 

Proiact  Officar  for  thasa  af forts  to  tha  points  ©  _ 

S2r j&.-ss  ss  trs  - 

study  ara  providad  as  anclosura  2# 
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oasg-hcl 

SUBJECT:  Computerized  Tonography  (CT)  SystM  Maintenance  study 

S.  Points  of  contact  for  this  action  ara  LTC  Arsondo,  DASG-HCL, 
DSN  289-8060  or  coaaercial  (703)  756-1060,  and  Mr.  Kastan, 
SGKKA-M,  OSH  343-7441  or  connarcial  (301)  619-7441. 

FOR  THE  SURGEON  GENERAL: 


2  Ends  PHILIP  E.  LIVERMORE 

as  Colonal,  MS 

Acting  Oiractor,  Health 
Cara  Operations 

CF:  COMMANDER,  O.S.  ARMY  MEDICAL  MATERIEL  AGENCY,  FREDERICK, 
MD  21702-5001 
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CT  SCANNER  SYSTEM  MAINTENANCE  ACTION  PLAN 


EVENT  COMPLETION  PATE 

1.  Obtain  TSC  approval.  21  August  1992 

2.  Notify  DASG-PTZ  and  SGPS-RMZ  of  21  September  1992 

approved  alternative. 

3.  Notify  HQ,  HSC,  7th,  and  18th  MEDCOMS  23  September  1992 
of  analysis/test, 

4.  Establish  analysis/test  partnership  with  23  September  1992 

HQ  HSC. 

a.  Initiate  collection  of  existing  CT  23  September  1992 

Scanner  System  Maintenance  Service  Contracts. 

b.  Initiate  analysis  of  existing  CT  Scanner  t  October  1992 
System  Maintenance  Service  Coo  tracts. 

c.  Complete  Draft  Standard  CT  Scanner  System  31Decemberl992 
Maintenance  Service  Contract. 

d.  Establish  partnership  with  test  hospitals.  30  October  1992 

0)  Identify  personnel  to  be  trained.  €  November  1992 


23  September  1992 


t  October  1992 


(2)  Identify  data  dements  for  30  October  1992 

collection  and  reporting  throughout  the  study. 

Complete  required  training.  31  December  1992 

(Q  Modify  existing  CT  Scanner  System  31  December  1992 
Maintenance  Service  Contract  to  provide  backup  service. 

5.  Complete  cost  benefit  analysis  or  existing  CT  30  October  1992 
Scanner  System  Maintenance  Service  contracts. 

6.  Initiate  study  at  selected  sites  (BAMC  &  DDEAMC).  1  January  1993 
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THE  ASSISTANT  SECRETARY  OF  THE  NAVY 
(Research,  Development  and  Acquisition) 
WASHINGTON.  O  C.  203501000 

OCT  22 1992 


MEMORANDUM  FOR  WE  DEPARTMENT  OF  DEFENSE  INSPECTOR  GENERAL 


Subj: 


DRAFT  REPORT  ON  THE  AUDIT  OF  COMPUTED  TOMOGRAPHY  (CT)  SCANNER 
MAINTENANCE  SERVICE  CONTRACTS  (PROJECT  NO.  2CD-8006)  - 
INFORMATION  MEMORANDUM 


In  response  to  the  subject  draft  audit  report  the  Department 
of  the  Navy  agrees  that  full  and  open  competition  should  be  used 
in  contracting  for  maintenance  services.  Me  also  agree  that  the 
Dotential  exists  to  establish  sharing  agreements  in  geographical 
areas  to  achieve  economies  of  scale.  Me  do  nfifc  concur,  based  on 
the  data  provided,  that  bringing  maintenance  services  in-house 
would  achieve  substantial  savings.  Me  will  review  this  issue 
further. 


Copy  to: 
MAVINSGEN 
NAVCOMPT  (NCB-53) 


This  page  was  left  out  of  original  document 


DEPARTMENT  OF  THE  AIR  FORCE  COMMENTS 


DEPARTMENT  OF  THE  AiR  FORCE 
am  foace  weoou.  logistics  offcc 
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23  October  1992 

MEMORANDUM  FOR  ASSISTANT  INSPECTOR  GENERAL  FOR  AUDITING 
OFFICE  OF  THE  INSPECTOR  GENERAL 
DEPARTMENT  OF  DEFENSE 

SUBJECT:  Draft  Report  on  Computed  Tomography  Scanner  Maintenance  Service  Contnd* 
(Project  No.  2CD-8006) 

TVs  memorandum  it  ia  reply  to  a  request  for  the  Secretary  of  the  Air  Force  (Financial 
and  CoroptroBo)  to  provide  comments  on  the  subject  repost  The  Mowing 
coomutlt  oo  the  audit  Recewnendadoas  for  Corrective  Action  ate  provided  for  consideration 
La  finalizing  the  report  The  remainder  of  this  memorandum  contains  specific  supporting  data, 
comments,  and  corrected  cod  swings. 

a.  Reference  Recoromenfodoo  1.  Nonconcur  with  comment 

(!)  This  recommeodtoon  actually  states  that  contracting  for  CT  maintenance  contracts 
ihouU  be  separated  from  eentractiag  for  the  CT  system  itself.  We  do  act  concur.  We 
^quested  with  the  purchase  of  each  CT  scanner  because  this 

is  the  only  contracting  method  known  that  can  yield  a  true  life  cycle  cost  evaluation  of  the 
system.  We  believe  this  is  foe  appropriate  acquisition  strategy  to  use  whea  it  is  anticipated  that 
contract  maintenance  will  he  required  to  support  an  equipment  system.  This  position  is 
supported  by  reliable  dvilim  sod  USAF  sources. 

0)  The  Emergency  Cue  Research  Institute  (ECR1)  published  a  special  edition  of 
Ham  Technology.  Volume  3,  Number  4,  Winter  1989,  titled  ‘Special  Report  oo  Managing 
Service  Contracts.*  Ia  sn  article  titled  "Types  of  Service-Thdr  Advantages  and 
DisMvantagea,*  the  authors  maintain  the  ‘time  to  set  the  stage  for  service  options  for  a  new 
device  nr  system  is  as  cmly  as  possible  in  foe  acquisition  process.*  They  justify  Ms 
conclusion  based  on  the  following  points: 

(a)  With  comprdttdve  service  requirements  in  the  Request  for  Proposal  (RFP), 
‘...detailed  service  related  fcfcnnaikm  can  be  obtained  from  all  msmifocanen  and  considered 
as  an  integral  part  of  foe  acqddtioo  process.* 

(b)  They  point  out  font  This  b  the  only  time  the  hospital  has  any  real  leverage  to 
insist  oo  receiving  essential  mrvice  dements,  such  as  foe  right  to  use  dfognostic  software....* 
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(c)  They  even  go  so  for  as  to  sty  that  ’...detailed  service  requirements  should  be 
incorporated  into  foe  eventual  purchase  order,  whether  or  set  a  tentative  derision  has  been 
made  about  using  the  manufacturer  for  port  warranty  service.* 

(d)  Finally,  *By  making  dte  manufacturer's  service  «ppat  requirements  put  of  the 
acquisition  process,  fee  hospitals  service  options  in  ftituie  yean  wO  not  be  Halted.* 

(j)  The  m  1991,  Air  Force  Journal  efLofrUx  Dttert  SNeUftorm  Lotlstks 
Ussons  learned  contains  an  article  tided  Supporting  Commercial  Systems  by  Robert  O. 
dear,  Logistics  Management  Specialist,  Air  Force  Systems  Command.  Ur.  dear  was  a 
member  of  a  special  Commercial  Off-the-shelf  (COTS)  Supportabillty  Working  Oroup  tasked 
with  (he  development  of  policies  and  procedures  to  improve  support  of  commercial  equipment 
and  systems.  Amo*  the  final  recommendations  were  the  following: 

(0  Indicate  contractor  support  is  preferred  unless  mission  needs  are  not  met 

(b)  Apply  vendor  support  concepts  whether  support  is  organic  or  contract 

(c)  Develop  support  requirements,  life-time  support  strategy,  and  contract  language  for 
commercial  item!  up  front 

h.  Reference  Recommendation  2.  Concur  with  the  recommendation  to  develop  a  standard 
statement  of  work  for  computed  tomography  scanner  maintenance  aervice  contracts  for  DoD. 
However,  the  following  comments  are  provided  regarding  what  constitutes  restrictive  bidding 
provisions. 

(1)  The  ttdSoo  on  Factory  Training  Restrictions  states  tint  a  requirement  for  factory 
whang  cn  a  specific  scanner  wake  and  model  is  restrictive  and  ffimlnatra  responsible  bidders. 
While  the  factory  training  requirement  may  be  beyond  the  minimum  needs,  technical  training 
on  a  prtifl|t»r  t greet  make  and  model  is  not  beyond  the  minimum  needs.  R  is  essential  toe 
inner  preventive  and  unscheduled  maintenance  for  the  technician  to  be  trained  on  the  system 
bong  ^paired.  For  example,  a  technician  trained  to  repair  GE  scanners  is  not  necessarily 
qualified  to  repair  a  Siemens  scanner. 

(2)  The  section  oo  Software  Restrictions  states,  Miansin|  requirements  for  diagnostic 
software  were  not  essential  to  performing  diagnostic  ftmetioos.*  Diagnostic  software  is 
frrH.1  to  the  efficient  performance  of  service  oo  most  CT  seamen.  Without  spedfie 
^agnostic  software,  a  field  service  engineer  is  required  to  use  a  brute  force  process  of 
elimination  to  identify  a  faulty  part.  This  not  only  requires  excessive  time,  but  often  results  in 

the  purchase  of  needfcss  parts  for  brute  force  substitution. 


2 


70 


DEPARTMENT  OF  THE  MR  FORCE  COMMENTS  (cont'd) 


Final  Report 
Page  No. 


11  and  12 
Revised 


5 

Revised 


c.  Reference  Recommendation  3.  Conor  wife  fee  intent  of  fee  recommendation  bat  not 
fee  wording.  Comment*  ere  provided  below. 

(1)  Putt  a.  b,  end  e  of  fei*  woommendelion  identify  fee  Initial  step*  toward 
jnytementing  an  in-service  capability.  However,  fee  moat  Important  atop,  confecting  a 
detailed  cost  analysis  at  each  location  to  determine  fee  coal  effectiveoest  and  fcasftffity,  baa 
been  eliminated.  The  draft  report  recognises  fee  importance  of  fei*  task,  but  it  it  buried  in  fee 
last  paragraph  of  Appendix  C.  In  all  fairness,  fee  sentence  feat  itttet  *Aa  accurate  estimate  of 
cost  can  only  be  determined  by  performing  an  analysis  for  each  hospital  or  aervice  area  where 
ia-house  CT  scanner  servicing  will  be  performed.*  should  also  be  included  in  fee  executive 
sammaiy,  conclusions  and  recommendation  sections. 

(2)  The  USAF  is  ready  to  initiate  feese  studies  and  implement  test  programs  for  CT 
scanner  maintenance  st  selected  sites.  However,  fee  fending  and  staffing  resources  wH  be 
required  to  implement  even  test  programs.  Current  manpower  authorizations  is  one  of  fee 
primary  reasons  for  using  contract  maintenance  support. 

The  report  contains  several  broad  generalizations,  inaccurate  estimates  and  computations, 
incomplete  data,  and  incorrect  assumptions. 

a.  The  Audit  Desalts  section  states  feat  fee  data  contained  in  this  report  results  in  a  *Cctf 
livings  of  $4  percent*  if  contracts  are  twuded  wife  fell  and  open  competition.  It  also  sutet, 
•An  additional  71  percent  can  be  saved  by  performing  CT  scanner  maintenance  service 
in-boose.*  We  do  not  concur  wife  fee  cakrfations  supporting  feese  statements. 

(1)  The  following  it  a  correction  to  fee  method  of  calculating  savings  and  not  in 
endorsement  of  fee  supporting  data.  The  dim  in  Appendix  B  shows  projected  current  contact 
costs  of  $106,464,000  and  a  cost  of  $6l^9$jOOO  if  service  contracts  are  awarded  wife  fob  and 
open  competition.  This  is  a  dollar  savings  of  $37,466,000.  The  reported  savings  of  54*  is 
apparently  calculated  u  $37,466,00<VJ6».99t,000-54.3*.  This  is  not  a  cost  livings,  butt  cost 
increase  from  contracts  awarded  wife  competition  to  the  current  projected  contract  coots.  The 
percent  savings  should  be  calculated  as  *37.466,000/3 106,464,000 -  35.2». 

(2)  For  comparison  of  in-house  maintenance  to  contract  maintenance,  Appendcr  B 

reports  fee  contract  cost  as  $63,371,000  and  ia-house  costs  as  $37,094,000  resulting  in  a  ddhr 
savings  of  $26,477,000.  An  ‘addition^  coat  savings*  of  71%  is  then  calculated  as 
$26, 477 ,000/137,094, 000.  The  additions!  coat  savings  should  be  calculated  as 

$26,477, 000/$6347l,000>41.6%,  This  is  fee  coat  savings  of  ia-house  maintenance  over  foil 
and  open  competition  awarded  contract  maiatraanre.  The  actual  percent  of  additional  smfegs 
over  fee  existing  contract  maintenance  cordd  be  calculated  as  $2M77,OOQ/$97,922,O0O«27*. 
Then  fee  final  statement  should  be  corrected  to  say  feat  using  fall  and  open  competition  rendu 
in  a  savings  of  33.2%  and  an  additional  27%  could  be  saved  wing  in-house  malntmance. 

b.  The  Maintenance  Service  Records  section  stales  feat  records  were  reviewed  at  four 
DoD  hospitals  to  compare  fee  quality  of  CT  maintenance  service  provided  by  OEMs  and  efecr 
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maintenance  service  companies  Four  hospitals  do  not  provide  an  adequate  sample  she  for 
extrapolation  of  ftu  data  to  all  other  locations.  The  records  oa  Re  one  USAF  unit  maintained 
In-service  U  certainly  not  representative  for  extrapolation  pusyoaea.  It  ia  a  relatively  new  anil 
wiR  a  low  utiBotion  Me. 

c.  The  hot  sentence  of  the  Conclusion  wtiM,  pate  U,  Mate*,  *We  believe  the  DoD 
should  emulate  he  DVA  example  and  become  efficient  la  Re  area  of  medical  equipment 
maintenance.*  this  statement  U  fsr  too  generic  and  imptiet  the  DVA  ia  more  efficient  st 
medteal  equipment  maintenance  in  general.  1hb  audit  examines  only  a  portion  of  DoD  CT 
maintenance  services  and  the  supporting  data  does  not  show  Rat  Re  DVA  Is  more  efficient. 

d.  In  Part  H,  Discussion  of  Details,  the  report  males  sefcreoce  to  the  FAR  17.207(c)(3) 
and  d(l)  *  Exercise  of  Options*  and  states  Rat  this  requires  Re  contracting  officer  to  determine 
if  Re  exercise  is  Re  most  advantageous  method  of  fulfilling  Re  government**  need,  and  if  a 
new  solicitation  Ails  to  produce  a  better  price.  Ibis  implies  Rat  Re  contracting  officer  has 
illegally  exercised  maintenance  options.  What  b  not  reported  here  b  Rat  FAR  17.207(d)(2) 
and  (d)(3)  gives  Re  contracting  officer  two  adtfitional  options  instead  of  a  new  soOdtetioe. 
Also,  sections  (0(1).  (d)(2),  and  (d)(3)  contain  Re  cava*  *er  R*  Re  option  b  the  most 
advantageous  offer.*  This  draft  aurfit  report  does  not  show  Rat  the  exercise  of  these  options  b 
not  Re  most  advantageous  offer.  Many  (acton  in  addition  tocost  must  be  considered. 

e.  The  (action  titled  Reasons  for  Sole-Source  states  Rat  27  ef  Re  36  contracts  were 
awarded  without  hill  and  open  competition.  Then  Re  report  says  that  19  of  27  were  not 
subject  to  FAR  Subpart  6.1.  This  is  a  direct  contradiction. 

f.  The  subsection  titled  CT  Scanner  Maintenance  Service  Options  qpotes  FAR  Subpart  6.1 
then  states,  *h  our  review  of  four  contracts  wide  19  oootnet  options  far  maintenance  service, 
which  DPSC  awarded,  we  determined  that  Rb  FAR  leqpbcment  wasaot  mat*  I  goes  on  to 
say  Rat  the  provisions  of  <.1  were  not  met  s*  Re  time  of  award  or  a*  a  later  tisae  when  Re 
maintenance  options  were  exercised.  The  exercise  of  contract  options,  however,  b  not  subject 
to  the  FAR  Svbpart  6.1.  R  also  aaya  that  DPSC  exercised  Re  contract  maintenance  options 
without  soliciting  all  responsible  sources.  This  is  not  requhed  under  the  FAR  17.207(d)(2), 
nor  does  the  adUahow  Rat  DPSC  exercised  Re  options  improperly.  The  discussion  implies 
the  FAR  reqrim  Rat  aO  responsible  sources  must  be  solicited  in  order  to  exercise  an  option. 
Thb  b  simply  not  Re  case. 

We  cannot  concur  with  the  potential  savings  and  benefits  presented  in  several  lections  of 
the  report.  Ow  rationale  and  corrected  data  for  Air  Force  activities  b  outlined  as  follows: 

a.  The  pwrgraph  on  Cost  of  Sole-Source  Contracts  and  Appendix  A  compare*  the  cost  cf 

contracts  awaried  sole-source  versus  competitive  bidding,  and  uses  Rb  as  the  basil  for  dollar 
value  savings.  la  order  to  compare  the  contracts  and  draw  valid  conclusions,  awe  data  b 
needed  on  tieprovbkms  within  each  contract,  fib  obvioua  Rs*  service  contracts  forCT 
leanness  nf  various  manufacturers  have  all  been  grouped  isgeRcr  with  scpboemcat  Idas  as 
the  only  (fisti^btR^  characteristic.  There  are  many  oRorvaBd  seasons  for  contract  prioes 
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to  vary.  Factors  such  as  reodd  sad  age  of  the  unit,  maaufhcturer,  options  iaduded  on  the 
equipment,  service  response  fates,  horn  of  coverage  (t  hours  versus  Id  hears  per  day  or 
normal  business  hows  verses  7  days  a  week),  guaranteed  up-time,  and  ifddated  damages 
clause*  greatly  affect  the  contract  cost  Without  a  comparison  of  the  prevision*  of  each 
contract,  the  coodusioos  drawn  oa  fee  amount  of  savings  Is  statistically  Inviid. 

b.  The  report  section,  Ihrt  I  *  Introduction,  contains  several  errors  and  fclse  or  missing 
assumptions. 

(1)  The  Background  section  states  that  *DoD  plans  to  pbce  an  addfaonal  11  scanners 
in  service  over  the  next  3  yean.*  The  section  under  Scope,  Documents  Reviewed,  states  feat 

.  Request  for  Proposal  (RFP)  DLA120-91R-1522  is  for  procurement  of  It  scanner*  oner  fee 

Revised  ^  ^  ye**.  The  RFP  has  resulted  in  award  of  fen*  contracts.  Contract  number 

DLAi 20-92 -D-83M  was  awarded  for  15  basic  performance  level  scanner*  over  fee  nest  three 
year*.  Contract  number  DLA120-92-D4315  was  awarded  for  30  standard  performance  level 
scanner*  over  the  next  three  year*.  Contract  number  DLA120-92-D-8317  was  awarded  for  15 
high  performance  level  scanner*.  This  results  in  a  total  of  60,  not  tl.  The  scope  section  also 
states  that  fee  procurement  ana  reviewed  to  determine  whether  fee  scanners  were  new  systems 
or  replacements  of  existing  CT  scanner*.  Many  of  fee*  systems  will  be  replacement*,  yet  all 
fee  calculations  of  saving*  ase  tl  scanners  in  addition  to  fee  7S  already  in  place.  The  current 
and  prejecfcd  distribution  of  CT  scanners  in  fee  AF  is  shown  in  the  table  to  attachment  1  of 
fri«  m«Tw\f»i*tinn.  Even  feongh  fee  Air  Force  will  purchase  three  scanners  to  fee  years  1993 
through  1995,  the  overall  effect  when  replacement  systems  and  base  closures  are  included  b  a 
net  gala  of  two  CT  systems.  There  may  be  additional  purchases  of  replacement  systems 
during  these  three  yean,  but  fee  act  gain/loss  will  be  aero  and  maintenance  mrvice  cost  far  the 
following  year  would  be  mo.  The  first  table  at  attachment  2  of  this  asemorandom  is  a 
computation  of  contract  Servidag  Costa  for  Air  Force  CT  systems  only.  We  recommend 
rimilar  data  be  obtained  fa**  fee  Army  and  Navy  to  correct  fee  TiMe  at  Appendix  B  to  reflect 
accurate  numbers  of  aystenm. 

(2)  The  Scope  section  states  that  of  78  scanners  In  DoD  hospitals,  73  were  under 
contract  maintenance.  The  report  reviewed  fee  costs  applicable  to  fiscal  year  1992  for  36  of 
fee  73  CT  scanners.  The  criteria  used  to  select  fee  subset  of  36  from  the  73  for  review  was 
not  provided.  Without  a  tree  random  sample,  all  calculations  and  extrapolation  to  fee  full 
complement  of  73  scanners  ire  invalid. 

e.  Reference  Appendix  C  •  Computation  of  In-House  Costs.  A  cart  comparison  of 
fa-house  versus  contract  mittum*  is  not  fee  only  criteria  on  which  these  two  options  must 
be  judged.  Some  of  the  most  important  reasons  for  purchase  of  contract  maintenance  are 
logistical  support,  minimization  of  parts  acquisition  time  and  scanner  down-time,  and  access  to 
a  vast  knowledge  base  of  <fo*nostic  experience  and  expertise.  In-house  maintenance  virtually 
assures  an  inexperienced  staff  because  of  high  tum-om  rales.  There  are  reveal  assumptions 
made  hi  this  section  feat  we  believe  are  inaccurate  and  impact  potential  cost  savings. 
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(!)  Reference  UbOLCati’  The  projection  of  labor  coats  based  on  439  hours  per  year 
per  scanner  at  an  hourty  tale  of  $22.93  per  lour  or  $10,100  per  year  U  flawed  far  seven) 
reasons.  First,  this  estimate  assumes  that  one  technician  can  maintain  more  than  one  scanner. 
While  this  it  possible  in  some  areas  of  die  country  when  seamen  ate  located  in  dose 
geographic  proximity,  many  scanners  are  too  isolated  to  realistically  than  maintenance  with 
other  facilities.  Also,  one  technician  can  not  be  available  24  hours  a  day,  365  days  a  year. 
Our  estimates  of  labor  costs  are  calculated  aafcltowt: 

(a)  Appendix  D  provided  data  on  20  geographic  reboot  dul  have  potential  for  shared 
CT  maintenance  between  the  services  and  the  DVA*  Wag  foil  data  and  assuming  that  coe 
technician  can  maintain  three  CT  systems  if  they  arc  in  dose  geographic  proximity,  wt 
determined  that  it  will  require  S2  technicians  to  support  (be  124  CT  systems  shown  ia  these  20 
regions.  Of  these  124  scanners,  46  are  curreat  DoD  scanners,  therefore,  the  other  32  are  not 
located  in  one  of  these  geographic  regions.  These  32  scanners  would  require  a  det Scaled 
technician  thus  bringing  the  grand  total  to  S4  technicians.  This  means  dot  S4  technicians  are 
required  to  support  156  scanners.  This  translates  to  M  foil  time  equivalents  per  scanner. 
Note  that  this  estimate  is  strewed  to  the  low  side  since  we  have  no  estimate  of  the  number  of 
isolated  seamen  the  DVA  has  in  use. 

(b)  The  estimate  of  total  labor  costs  for  the  yean  between  1994  through  1998  can  not 
be  calculated  based  oa  the  number  of  hours  per  year  for  repair  of  the  scanner,  but  aunt  be 
calculated  oa  the  bans  of  the  number  of  people  pdd.  Therefore,  dm  total  labor  coat  tip  DoD 
for  the  yean  1994  to  199$  ia  $11.3  miflioo  ($47,700*  J4*No.  Scanners)  plus  $7.1  miltioo  for 
fringes  totaling  $25.4  million. 

(2)  Inference  Parts  Costs.  The  estimate  of  parti  costs  is  based  on  only  three  locations 
that  have  in-house  maintenance.  The  parts  costs  for  dm  22nd  Medical  Group,  March  AFB 
CA  are  extiemdy  low  for  a  couple  of  reasons.  The  22ad  Metical  Group  is  a  small  tuapital 
(80  bed)  with  touted  workload  and  the  scanner  ia  brand  new.  Larger  hospitals  have  heavier 
workloads  requiring  tabes  to  be  replaced  almost  yearly.  The  tube  can  be  a  $30,000  part.  The 
audit  cites  the  DVA  medical  center  in  Little  Keck  Alt  as  having  an  abnormally  high  parts  cost 
of  $21,960.  We  do  not  think  this  is  a  high  parts  cost,  especially  if  the  DVA  ia  little  Rock  is  a 
huge  hospital  TakeKeesler  AFB  for  example,  where  the  detector  array  costing  $400,000  was 
recently  replaced.  Akhough  we  do  not  have  a  figure  for  avenge  parts  costs  across  all  sires  of 
injtaibKnna  and  all  brands  of  scanners,  an  estimate  should  not  be  derived  from  data  at  only 
three  locations.  A  more  comprehensive  stady  is  aecemiy  to  obtain  an  aoctuale  estimate  of 
putt  costa. 

0)  Reference  Iaining  Costs.  Historical  experience  shows  that  we  must  train  30* 
of  the  each  year  to  maintain  a  staff  of  trained  maintenance  technicians,  Training 

one  technician  per  scanner  Is  inadequate  to  cover  the  entire  period.  A  more  reaBstic  training 
cost  based  oa  this  history  is  included  in  the  table  shown  below. 
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(4)  The  following  table  is  i  rework  of  the  table  at  Appendix  C  reflecting  comctkw  to 
labor,  fringes,  and  training.  The  numbers  of  CT  systems  a  *e  same  as  the  draft. 

COMPUTATION  OF  OtHOUSE  COSTS 

am 


CT  Scanner* 

Labor 

Fringe* 

Part* 

Training 

Total 


1994 

1995 

1996 

1997 

1991 

Total 

104 

131 

15$ 

15* 

151 

$2,079 

$3,374 

$4,070 

$4,070 

$4,070 

$18,263 

$1,037 

$1,306 

$1,575 

$1,575 

$1475 

*7,068 

$3,584 

$4,514 

$5,445 

*5,445 

$5,445 

*24,433 

$719 

$402 

$451 

$327 

$327 

$2,235 

$8,019 

$9,596 

$11,541 

$11,417 

$11,417 

*51,999 

At  shown,  these  projected  figures  are  substantially  higher  than  the  audit  estimates  from 
Appendix  C.  Since  these  numbers  do  not  account  for  isohaed  DVA  systems,  they  are  skewed 
to  die  low  side. 

(5)  The  second  table  at  Appendix  B  of  the  autfit  report  shows  the  costs  far  id-house 
maintenance  for  the  yean  1994  through  1998.  Recommend  dial  each  location  considered  for 
in-house  maintenance  undergo  a  detailed  cost  comparison  using  actual  data  from  pa* 
experience  and  market  surveys  of  available  service  ia  the  geographic  area.  We  do  not  believe 
that  ffV«i»rinns  in  the  audit  or  ia  Ais  response,  which  are  based  on  narrow  assumptions, 
adequately  represent  the  costs  far  si  DoD  CT  maintmsnne,  nor  can  they  be  accurately 
eunnobtod  to  represent  the  same.  Tie  seoond  tabkrtaltachrwMt  2  of  this  memorandum 
our  revised  computation  of  In-house  Servicing  Costs  far  Air  Force  CT  systems  only.  We 
recommend  similar  data  be  obtained  from  the  Army  and  Navy  and  correct  the  Table  at 
Appendix  B  of  the  audit  report  to  reflect  accurate  numbers  of  systems. 

Air  Force  Corrections  to  Appenfix  D  -  DoD  Computed  Tomography  Scanners  and  Nearby 
Department  of  Veterans  Affairs  Medical  Centers  are  included  as  attachment  3  to  this 
memorandum. 

The  following  typographical,  grammatical,  and  mathematics  errors  are  Identified  far 
correction. 

a.  The  section  titled.  Cost  of  DoD  Performing  In-house  CT  Scanner  Maintenance  Service, 
lea,  *...111  CT  scanner  maintenance  services  within  a  local  area  9....*  This  must  be  a 
typographical! 
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b.  The  sentence  ‘Patient  services  and  the  number  of  patients  a  CT  scanner  can  handle  will 
improve  by  increasb*  CT  scanner  maintenance  service  itqxxue  time.*  b  incorrect. 
Decreasing  response  time  will  improve  patient  service. 

c.  The  yetion  an  Potential  Benefits  of  the  Audit  stake,  *DoD  could  achieve  $37,466,000 
of  potential  trooetary  benefits  by  Improving  competition  in  the  acquisition  of  CT  scanners  ....* 
Competition  in  the  purchase  of  CT  scanners  is  not  in  question.  We  assume  this  means 
’competition  in  the  acquisition  of  CT  scanner  maintenance  services.* 

d.  Reference  Appendix  A. 

(1)  In  the  table  that  calculates  average  cost  per  scanner  with  and  without  tubes,  page 
24,  the  avenge  cost  per  scanner  awarded  competitively  is  shown  as  $20,471  This  number 
should  be  $70,448. 

(2)  On  page  25,  the  estimated  total  DoD  contract  cost  for  1992  is  calculated.  The 
table  uses  77  scanners  as  the  number  for  calculation  of  totaL  As  specified  in  the  Scope  section 
of  Part  I  -  Introduction,  of  the  78  scanners  currently  in  use  in  DoD,  one  is  maintained  in-house 
and  four  are  new  and  still  under  manufacturers  warranty.  Therefore,  73  scanners  should  be 
used  in  all  calculations  of  the  total  coat.  Also  on  this  page,  the  multiplication  of  58  X 
$124,196  -  $7,303,368  should  be  $7,203,368. 

We  appreciate  the  opportunity  to  comment  on  the  Draft  Audit  Report.  Please  address  any 
questions  concerning  our  comments  to  Lt  Col  Leslie  Wood  or  Mr.  David  Baker  at  DSN 
343-2091  or  commercial  (301)-619-2091. 


Afnm  B.  HOLES/Golopa.  USAF,  MSC 
Chief,  Air  Force  Medical  Logistics  Office 
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CotrectioM  to  Appendix  D 

DoD  Computed  Tonography  Seamen  and  Nearby  Department  of 
Veterans  Affairs  Medical  CcaSera. 

0.  Reference  1.  Southern  California.  Your  Kit  of  poteatial  DoD  hospitals  wiA  CT  scanners 
includes  Oeorge  AFB  which  i*  acheduled  ftr  closure  in  December  1992.  ACT  scanner  win  not 
be  located  there.  Edward*  AFB  and  Vandenbcrg  AFB  an  23  and  20  bed  facilities,  reapectively, 
and  are  not  candidate*  for  CT  acannera. 

b.  Reference  2.  Florida.  Your  list  of  existing  CT  teamen  include*  Homestead  AFB  which 
was  destroyed  by  Hurricane  Andrew  and  the  CT  scanner  was  removed.  The  list  of  potential  rite* 
include*  Eglin  AFB  and  Tyndall  AFB  which  already  have  CT  scanners  which  woe  installed  in 
19*7  and  1991,  respectively.  Patrick  AFB  it  a  19  bed  clinic  and  not  a  candidate  for  a  scanner. 

c.  Reference  4.  Texas.  The  list  of  existing  scanners  should  be  updated  to  include  a  third 
scanner  at  Wilford  Hall  USAF  Medical  Center,  Lackland  AFB.  Potential  scanner*  includes 
Sheppard  AFB  which  had  a  scanner  installed  in  19*9.  Reese  AFB  and  Dyes*  AFB  are  9  and  30 
bed  facilitiea.  respectively,  and  are  not  caivfidate*  for  a  acannera. 

d.  References.  Northern  California.  You  have  listed  David  Oraal  USAF  Medical  Center, 
Tnvis  AFB  a*  having  two  scanners,  while  Aey  have  only  eae.  A  replacement  for  All  scanner  is 
tentatively  scheduled  for  1994.  Beale  AFB  is  a  IS  bed  facility  and  not  a  candidate  for  a  scanner. 

e.  Reference  t.  Georgia.  Robins  AFB  is  a  35  bed  facility  and  not  a  candidate  for  a  CT 
scanner. 

f.  Reference  9.  Tliinioa/Missouri.  Chanute  AFB  U  achedoled  for  closure  in  September  1993 
and,  therefore,  I*  not  a  candidate  for  a  scanner. 

g.  Reference  10.  Washington.  Fairchild  AFB  uses  contract  CT  service*  sad  is  a  35  bed 
facility  and,  therefore,  is  not  a  candidate  for  a  CT  scanner. 

h.  Reference  12.  Colorado.  Under  potential  DoD  hospitals  with  CT  scanners  you  list 
Colorado  Spring*.  If  this  refers  to  the  USAF  Academy,  they  already  have  a  CT  scanner  which 
was  installed  ba  19*7. 

L  Reference  14.  Oklahoma.  The  USAF  Hospital  Tinker,  TWcer  AFB  is  Usted  as  an  existing 
rite,  but  they  do  not  have  a  scanner.  They  requested  a  scanner  at  ooe  time  but  being  only  a  3$ 
bed  facility  they  did  not  qualify  based  on  expected  workload.  Altus  AFB  is  a  15  bed  facility 
and,  therefore,  not  a  candidate  for  a  scanner. 

j.  Reference  16.  Mississippi.  Keeslcr  AFB  is  listed  as  having  one  CT  scanner.  They  will 
install  a  second  scanner  in  early  1993  which  will  be  under  warranty  until  1994.  The  Hit  of 
existing  reamers  should  be  updated  to  reflect  ftds  addition. 
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DEFENSE  LOGISTICS  AGENCY  COMMENTS 


DEFENSE  LOGISTICS  AGENCY 
HEADQUARTERS 
CAMERON  STATION 
ALEXANDRIA.  VIRGINIA  M 104 -St  00 


1  (••ic;  1992 


MEMORANDUM  FOR  DEPUTY  ASSISTANT  INSPECTOR  OENERAL  FOR  AUDITINt, 
DEPARTMENT  OF  DEFENSE 


SUBJECT:  OoO  IB  Drift  Rsport  or  *  CoMputid  ToMogrtphy  Sc«nn«r 

M»t RttntRtt  Ssrvles  Contract**  (Projsct  No.  2C0-000B) 


TNI*  It  In  rttpontfl  to  thi  ssbjsct  r«port.  Major  Bifltrtl 
Uwrtsco  P.  Fsrrsll,  USAF,  Ospsty  Olrsctor,  Diftnst  logistics 
Agsncy,  bos  Rpprovid  thoso  positions. 


2  ErcI 

m/2  Attschaonts 


JACQUELINE  6.  IRYANT 

CHI tf t  Inttrntl  Rnvlt*  Division 

Offlct  of  Coaptroltnr 


cc:  OLA-PPP 
OLA-6 
OLA-SE 
OLA-LX 


DEFENSE  LOGISTICS  AGENCY  COMMENTS  (cont'd) 


FORMAT  l  OF  2 

me  IF  REPORT 2  AUDIT  OATE  Of  POSITION:  0  6 NOV  1992 

PURPOSE  OF  INPUT:  INITIAL  POSITION 

AUDIT  TITLE  ANO  #:  Compute!  Tomography  Scanner  Maintenance 

Service  Contracts  (Project- No.  2C0-8006) 

F 1  HD  INC:  Maintenance  costs  for  CT  scanners  was  excessive. 

These  excessive  costs  occurred  because  competition  restrictions 
resulted  in  sole-source  awards  and  because  in-house  maintenance 
service  for  CT  scanners  was  not  considered.  Consequently,  we 
estimated  that  the  lack  of  competition  will  increase  OoO  costs 
by  $37 ,066 ,000  ($4  percent)  and  lack  of  in-house  servicing  will 
Increase  costs  an  additional  $26,477, 000. 

DLA  COMMENTS:  Nonconcur. 

We  do  not  agree  with  the  language  "competition  restrictions"  and 
"sole-source"  award.  See  comments  under  Recommendation  l. 

Excessive  costs  have  not  been  adequately  established  in  the  audit,  because 
of  "competition  restrictions*.  The  differences  in  costs  of  compared 
contracts  could  have  been  due  to  numerous  other  factors  besides 
"competition  restri ct i on s . *  Elements  of  required  performance  (response 
time  after  service  call  and  scheduled  availability),  types  of  system  (high 
or  low  performance  machines),  coverage  of  ancillary  components,  and 
location  of  hospital  may  be  responsible  for  the  differences. 

For  example,  the  maintenance  service  contract  on  the  systems  at 
the  Naval  Hospital,  San  Diego,  CA  include  servicing  two  3M  laser 
imagers  and  two  independent  workstations  with  separate  mainframe 
computers.  Also,  some  of  the  ‘sole  source*  contracts  cited  have 
significantly  higher  costs  because  the  activities  are  in  remote 
overseas  locations.  Without  factoring  out  these  other  variables,  a  true 
assessment  of  excess  costs  cannot  be  made. 

The  pricing  considerations  and  comparisons  used  by  the  OoO  16  do 
not  include  data  reflecting  any  savings  available  through  total 
systems  acquisition  as  opposed  to  the  separate  purchase  of 
system  components  (equipment  and  maintenance  services).  Without 
this  type  of  analysis,  a  true  assessment  of  savings  cannot  be 


The  potential  savings  cited  appear  to  be  overstated  because 
in-house  costs  are  understated.  No  factor  is  included  to  cover 
the  edditional  tools  end  diagnostic  equipment  needed  to  support 
CT  maintenance  services.  This  cost  could  run  «s  much  es  $90,000 
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DEFEN8E  LOGISTICS  AGENCY  COMMENTS  (cont'd) 


Mr  *!»*«••  IrMtOomUi  44ft*taH»  t#  M»«M  (<•• 

t.  U-.r  uur.ll  •  '  '  ,  ‘i  a«k«l  •• 

'•<*  ....t.  >.*.« ..  •»**.. 


•n  ■  - 

.  ...  ...J  ab«ck*M  (tUUMiitr  iirtimU  If  IfAialM  J* 

T“  !"!  «!!.  iftiiiil  fiiUHil  MimdcUrin  (OEM*)  felt 
okdl*»4  lf«  •  Uiir  oat  uplij*”  IrotoUfl  •* 

Mfrttxf.  ««*  ”  J  «  I«.ho«*t  MntiMl  »Uk  Of*  lr«Ui»» 

!  »  Ir  lll  •<»*«*  coil  •**«UU4  wiu  40W.-UM 

:t:s. 

Mo,t  *•  v#1#M  Mi*u,u  *‘n 

A  mort  .wriluK.i  K* ll : t ^ tU* tl. ‘ * MaMltllWStO.l *M 

jiit::;:  o«t  -»u  .u.r«.uv  ..m«* ».  « 

Sconotr  a*lat*»»o*o  torolco*. 


OISmiTlIN:  .  c*«.iatta*  Data 

i  i  A<tU»  it  lotUotM  c**»,,t*** 

(X)  Actloa  I*  coaitdorad  toaplala. 

, .  . . 

(ItaUOAaW  mmt  bt  4ecumtAtt4  •  * 4  »aUt«iik«4  wUb  Jfowf 

, ,  ...  . . . .  <•  »• 

'  1  ou  A#«a*1  St»t«a«»f  •  »  A**ur«act. 

MONCTAM  IfNCHTSl 

01 A  COMMENTS :  *»*  . 

ESTIMATE!  Of  AU1AT10N  OATEs  N/A 
AMOUNT  NEAlllEOt  *'5 

OATE  OENEMTS  NEAlllEOt  */k 

ACTION  OfflCEN:  Miflll  *1*1.  01N-00C,  *01010*  10  **f  JJ 

xAOAOli  10  Oct  01 

OLA  APONOVAU  -  /v^o 


iSSSS  £?■*>» 

OWfttwioi 
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DEFENSE  LOO 1ST I C8  AGENCY  COMMENTS  (cont'd) 


FORMAT  2  OF  2 

TIM  Of  REPORT:  AUOtT  OATI  Of  PISITIOR:  flWW 

Morose  or  irpiT:  iritial  rosmoa 


AOOIT  Tine  Aao  #: 


Coaputod  TiU|fl»t|  SciiMr  NititiMMI 
Service  Contracts  (Project  a*.  2C0*t00f) 


RECOHMERDATIIR:  He  retoaoend  that  tM  Oefent*  Personnel 
Support  Cantor  upon  solicitations  for  tM  computed  tonography 
utimir  maintenance  tintu  to  ill  rnp*Mtklt  tl44irt< 

OLA  COMMERTSs  Partially  Concur 


Currently,  tvirdi  for  asiatenaac*  service  art  coapetttive,  aot  'sole 
source* .  Mointonanct  services  ora  port  of  a  coaprehaati vo  systea 
(eouipaent.  loatallatloo,  warranty,  otc.)  that  It  solicited  an<  awarded  oo 
o  coapotl t i vo  basis.  This  ayitcaa  approach  allow*  consideration  of  life 
cycle  costs  and  uta  af  hast  valoa  buying  procodurat,  bath  of  which  caaply 
with  currant  rogutatlon  (Of AAS  207 . 101(b) (< i I  and  DlAR  410S.1.  paragraph 
IS.IU-90(a),  aaa  Attachments  I  and  2,  raspoctfyoly).  Tka  aaialenaaco 
requirements  ara  lacludad  aa  aa  option  and  am  awardad  if  OMC  dataralnaa 
that  tha  exorcise  of  tha  option  1a  tha  aoat  advantageous  aathod  of 
fulfilling  tka  tovaraaont's  noad,  prico,  and  othor  tactora  cantldarod. 

Ha  will  dataralao  tha  availability  of  scanner  aalntananco  services  by  _ 
iatuing  a  'test*  aolicttation  for  tkoto  aalntananco  aarvicaa  In  lion  of 
soliciting  for  an  entire  systems  acquisition  that  would  include  tgoipaoat. 
aorvtco,  warranty,  and  Installation  costs.  After  testing  the  market,  OPtC 
will  bo  in  a  batter  position  to  dotaratno  if  this  typo  of  aolicitatiao  is 
faatiblo. 


(  ) 
(  ) 


*IS(n)ITActioa  la  ongoing.  Eatiaatad  Coaplation  Data:  1  Rev  •) 

(  J  Action  is  considered  ceaplato. 

IHTERMAL  MANAtEHEHT  CtHTRtl  HEAKRESSES: 

(xl  Ronconcor.  (Ratioaalo  oust  bo  docuaootod  and  aaintalnad 
with  your  copy  of  the  response.)  ... 

Concur;  however,  weakness  is  not  considered  notarial. 
(Rationale  oust  bo  docuaentod  and  aaintalnad  with  your 
copy  of  tka  rospanto.)  . 

Concurs  weakness  la  notarial  and  will  bo  reported  in  the 
OLA  Annual  Stataaont  af  Assurance. 

HORCTART  RCREf ITS:  HIRE 
OLA  CIHMEHTS:  R/A 

ESTIMATED  AEALIIAUIR  DATE :  R/A 
AMOURT  REAL  HER:  „  R/A 

DATE  lENEf ITS  REAII2E0:  R/A 

ACTIRR  OFFICER:  Martha  Ring.  ILA-PPC,  *47*10.  It  let  *2 

FSE  REV  I EH/ APPRO V At :  Idly  I.  Hilliaas.  Deputy  Executive  Director  of 

Contracting.  DIA-PD, 

X40401,  20  let  02 


DLA  APPROVALS 


unmoor-  hmio.a 

Major  Oeaetal.  ORA? 

Deputy  Wrockoo 


DEFENSE  L0GISTIC8  AGENCY  COMMENTS  (cont'd) 


SUBPART  207.1. -ACQUISITION  PLANS 

• 

207.103  Agency-head  responsibilities.  \ 

(cXi)  MOiUry  departments  and  agencies  shall  prepare  written  acquisition  pbns  for** 

(A)  Acquisitions  for  development,  as  defined  it  FAR  35.001.  when  the  total  cost  of  all 
contracts  for  (he  acquisition  program  is  estimated  u  $5  million  or  more; 

(B)  Acquisitions  for  production  or  services  when  die  total  cost  of  aS  contracts  for  the 
acquisition  program  is  estimated  at  $30  million  or  more  for  all  years  or  $15  million 
or  more  for  any  fiscal  yean  and 


(C)  Any  other  acquisition  considered  appropriate  by  the  department  or  agency. 

(n)  Written  ptans  are  not  required  in  acquisitions  for  a  final  buy  out  or  one-time  buy.  The 
terms  "final  buy  out*  and  “one-time  buy"  refer  to  a  single  contract  which  coven  all 
known  present  and  future  requirements.  This  exception  does  not  apply  to  a  multiyear 
contract  or  a  contract  with  options  or  phases. 

(d)  Prepare  written  acquisition  plaits  for  acquisition  programs  meeting  the  thresholds  of 
paragraphs  (c)0XA)  and  (B)of  this  section  on  a  program  bads.  Other  acquisition  plans 
maybe  written  on  eiiher  a  program  or  an  individual  contract  basis. 

(0  The  program  manager,  or  other  official  responsible  for  the  program,  has  overall 
responsibility  for  acquisition  planning. 

(hXD  Apply  design-to-cost  principles- 

(A)  In  all  major  defense  acquisition  programs  (DoDD  5000. 1 .  Defense  Acquisition), 
unless  exempted  by  the  Secretary  of  Defense;  and 

(B)  To  the  acquisition  of  systems,  subsystems,  and  components  below  the  thresholds 
for  major  defense  acquisition  programs,  lo  the  extent  prescribed  DoDD  500011. 

^j)irrmri(1rr  lift  ~yr1n  nrt  Vi  rw 


207.105  Contents  of  written  acquisition  plans.  .  ^  ^  ^ 

For  acquisitions  covered  by  paragraphs  207.103(cXiXA)aod  (B)(  correlate  the  plan  to  die  DoO 
Future  Years  Defense  Program,  applicable  budget  subotissioos,  and  the  decision  coordinating 
papex/program  memorandum,  as  appropriate. 


(a)  Acquisition  background  and  objectives. 

(1)  Statement  cf  need. 

Indude- 


mTlSHSr 


— - *  BfjP 

*  V 


DEFEN8B  L00I8TICS  AGENCY  COMMENTS  (cont'd) 


<d>  notify  offeror#  thet  propoaal*  th»t  in  unroallttU  In  termeof  **ch* 
iileol  •»  oehedul#  MMtUMtii  or  loo  U  prle**  *111  ** 

•id«r©4  Indlcstlf#  •(  4  tick  ©f  AfwUrstsivUB*  ©I  tfc©  ©©Ueit»ti«4  r#q\ilr©- 

MStli 

(•)  So  cmJimUn  Win  Un  owuroo  ••  loot  loo  yin,  tbo  evaluation  factor*, 
evaluation  etandardt,  and  t Do  aeguloltlon  plan,  bo  f*’1*^**  1 

l.ttO-3 (b)  (oloo  too  11.011(b) IN) (»).  ll.*ll(b| (tl)(B)«  o«d  (•)>• 

U.ill  Ittoutln  mum  oaleotloo  p*oo*4»roo. 

.10. «ll  to*  boy  to®  boot  0*1*0. 

Boot  volut  buying  procedural  can  bo  uted  to  introduce  otlu*  ***•**•  ,01J5** 
to l action  proceae  by  fo.tarlng  competition  to  Quality  *t  util  **  J 

damonatrat*  oor  uncoepronl.tng  eooMltnent  to 

polity  product,  of  tonleot.  loot  nlM  buying  ^  ” 

doclolont  oo  tho  botlt  of  t  buoloott  Judgmant  tod  ««<****•****  “  * 

othor  thou  tho  low  offoror  toy  ropreeent  tbo  overall  U*  "V 

Government.  Ooo  of  bo  it  hIm  buying  procedure#  u 

would  bo  of  bonoflt  It  lepcovtng  tbo  Quality  of  twwd  O*01*100*^  * 

contracting  offlcoro  tho  aothorUy  to  osorclt*  buoloott  Judgment  in  tool* 

award  docltlcot. 

(b)  boflnltlon*. 

•boot  value  buying  procedure#*  arc  tboot  procurement  procedure#  applied  in 
the  Evaluation  for  averd  procoat,  with  or  without  •**  of  focaal  oourc*  ooloc- 
tion  proeodurot,  and  froo  which  a  boot  value  doololo*  can  bo  o*a*. 

lS.Cll-n  Quality  fMi*  Progtoo. 

(a)  Quality  Vendor  trogroo  la  t  boot  value  buying  procedure,  it  foroallott 

tho  contracting  officer's  authority  to  .  Mf^ci’oIar  Et 

contract*  that  hav*  hlatorlcally  boon  awordod  oo  tbe  baal*  Xt 

rocognlott  thot  aaong  roopooolblo  offoror*,  varying  degree*  of  Quality  on* 
delivery  performance  hlatory  exlet. 

(b|  Mien  applying  this  test  value  buying  technlQ*#.  contracting  officer# 
•ball  conelder  not  only  price,  tat  aleo  paet  quantifiable  quality  and  delivery 
performance  la  arriving  at  an  award  dec  1. loo. 

(c)  General,  balttlag  law  and  regulation  authorise  ‘““J* ‘‘  J*  ** jj 
bated  o«  the  oona  Ida  ratio*  of  prleo  end  othor  evaluation  feet**#  that  nr# 
otatod  In  tta  tolldtatlea  (eoo  l*.«0«-S(o)  (*1)  and  ftt  l*;*0***  JJ*^***- 
■ado  under  the  procedure*  la  thl*  eubpart  nay  bo  mad*  to  othor  then  tta 
lov~prlc#4  OffATOCo 
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AUDIT  TEAM  MEMBERS. 

David  K.  Steensma,  Director,  Contract  Management  Directorate 

Salvatore  D.  Guli,  Audit  Program  Director 

Macie  J.  Rubin,  Project  Manager 

Roy  L.  Herman,  Senior  Auditor 

Henry  P.  Hoffman,  Senior  Auditor 

Jerry  E.  Bailey,  Auditor 

David  H.  Griffin,  Auditor 

Eric  A  Yungner,  Auditor 

Sara  A.  Sims,  Auditor 

Margaret  Kanyusik,  Editor 
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